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Ldttortal Comment 


EPORTS, financial statements, tax returns, statis- 
tical forecasts, budgets, audits, special accounts, 
analyses of this and that—these items fill the days 
and the nights of controllers at this season, to the 
almost complete exclusion of everything else. Plan 
as they will, systematize as only controllers can, yet 
this season inevitably brings special, unlooked for 
problems and surprising requests for information 
which entail extra work. 

It is indeed amazing, the items that executive com- 
mittees, presidents, managers, and boards of direc- 
tors can conjure up as matters on which information 
is needed, in planning for the year ahead, and in pre- 
paring reports to stockholders. The controller 
stands forth in this picture as the unfailing source of 
accurate facts and figures, a source which may be 
tapped at will and on short notice by executives who 
would be at a complete loss without these essential 
tools of management. 

It is at this season particularly that the effects are 
made plain of recent trends toward detailed dis- 
closures to stockholders and to governmental 
agencies concerning the vital facts of a business. 
Every new regulation, every new commission to 
which to make reports, every decision to include ex- 
tra items in routine reports, means an extra call on 
the controller. 





The forward looking controller is forearmed, is 
prepared to meet this condition, which is so much 
accentuated in 1936 as almost to constitute a new 
era. This forward looking controller has his in- 
formation so marshalled, so complete, so accessible, 
that he does not lose his aplomb, does not have to 
scramble to produce figures in any combinations de- 
sired by the management—figures that will throw 
light on any conceivable phase of a business, on any 
special situation or condition to which management 
is turning its attention. 

Preparedness by the controller means speed in 
meeting unexpected demands. Speed means early, 
accurate reports as to results of operations. It is in 
this one matter of speed, of early reports, that the 
controller’s work differs principally, so far as the ac- 
counting function is concerned, from that of the 
public accountant, whose reports, coming along later 
—sometimes months later—serve principally to con- 
firm the work done so much earlier by the controller. 
That is not disparagement of the public accountant; 
indeed, it is not, for that matter, special praise of the 
controller. It is simply a statement of a condition 
inherent in the different objectives and purposes for 
which the two functionaries work. One is just about 
as busy as the other at this season. 
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Changes in Federal Tax Laws, and 
Important Recent Rulings 


Points To Be Considered by Corporations and Individuals in Conducting Their 


Business Affairs—Three Changes in Method of Determining Corporation’s Net 
Taxable Income—Avoidance of Double Taxation—Paper by WALTER A. CooPER. 


OINTS of exceptional value to 

those who pay taxes to the Federal 
Government were made by MR. 
WALTER A. Cooper, of Barrow, 
Wade, Guthrie & Company, in a paper 
presented to the NEw York City 
ConTROL of The Controllers Institute 
of America, on December 19. Mr. 
Cooper reviewed changes made at the 
recent session of Congress in the Fed- 
eral Tax laws, and described some im- 
portant recent rulings and decisions, 
and their effects. The paper is given 
here in full, in the belief that many 
controllers and their tax departments 
will profit by a study of the points 
made. 

This was the second appearance of 
Mr. Cooper before the NEw YorRK 
Ciry CONTROL. He was greeted by a 
large audience, and answered many 
questions propounded at the close of 
the reading of his paper. 

—THE EpiTor. 


This year I think all business men 
should look at the tax picture as it 
now exists with only one eye and keep 
the other eye on the future prospects. 
So much has been said and written 
about the future need for increased 
Federal Government revenue that I do 
not need to repeat it. How severe it 
will be depends on many future uncer- 
tain factors, such as the payment of 
soldiers’ bonuses, the constitutionality 
of the processing taxes and the con- 
tinued expenditures of our Govern- 
ment alphabetical agencies. Those of 
you who follow tax legislation are 
aware also of the fact that the so-called 
“Soak-the-Rich” program of taxation 
certainly will not provide the needed 


revenue. This was clearly demon- 
strated by the Government’s own esti- 
mates of the probable revenue to be 
derived from the heavy income and 
estate tax rates proposed, though not 
enacted, during the recent session of 
Congress. 

Furthermore, with individual tax 
rates reaching a 79 per cent. maximum, 
to say nothing, for example, of New 
York State’s maximum 9 per cent. 
additional tax, it is obvious that our 
tax rates have passed the point of 
greater productivity. The well-known 
economic law of diminishing returns 
is as applicable to a Government tax 
monopoly as it is to any business 
monopoly. I can testify to that for it 
has been many years since I have been 
as busy as I have been during recent 
months in studying estate set-ups, in- 
vestment policies, and so on, for the 
purpose of making changes which will 
legally reduce the tax burden. It is 
not difficult to appreciate that a taxable 
yield of 6 per cent. which leaves only 
1.26 per cent. after taxes is not as good 
as a 3 per cent. tax exempt yield. 

No doubt, a part of the increased 
revenue will be derived from normal 
taxes on increased business and in- 
creased income. It seems clear, how- 
ever, that an increase in the rate of 
taxation is almost inevitable and such 
increased burden must fall largely on 
individuals with moderate incomes 
and corporate businesses. We should 
not overlook, either, the trend of the 
present administration to attempt to 
regulate what it regards as business 
evils through the medium of special 
taxation. It. is not unlikely, for ex- 
ample, that if the Government's Utility 
Holding Company Act is held uncon- 


stitutional, an attempt may be made to 
regulate such businesses by increased 
taxation on intercorporate dividends 
which might, because otherwise un- 
avoidable, affect all corporate business, 
not merely the utilities. We should, 
therefore, recognize the probability 
that future corporate tax rates will be 
higher than they are for 1935 and be 
guided accordingly. 


REVENUE ACT OF 1935 


With the foregoing as a background 
I will review briefly the changes em- 
bodied in the Revenue Act of 1935. 
First, however, let me point out that 
most of the changes affect only taxable 
years beginning after December 31, 
1935. Thus, taxpayers operating on 
fiscal years ending up to and including 
November 30, 1936, will not be af- 
fected by most of the new amend- 
ments until after the close of their 
current fiscal years. To avoid repeti- 
tion, you may take it that any changes 
I will discuss will become effective on 
that basis unless I indicate the contrary. 

Corporate tax rates, under the new 
amendments, are placed on a sliding 
scale ranging from 1214 per cent. to 
15 per cent.,* except in the case of a 
consolidated return which railroad 
corporations may file, in which case 
the tax rate is fixed at 1534 per cent. 
While it is likely that the majority of 
corporations, in number, will find their 
tax rate has been reduced under this 
new law, it is certain that the majority 
of corporate incomes, in dollars, will 
be taxed at the higher rate. 





*Up to $2,000............... 121,4,% 
B2Z000) t0-S152000 « asec s-6.s-3 o-eieee 13% 
$15,000 to $40,000.......... 14% 
et SAG 008 oss as ees ond 15% 
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Individual surtaxes on the income 
tax brackets from $50,000 up have 
also been increased. Those rates, 
reaching a 79 per cent. maximum, need 
not here be detailed. 

The personal holding company tax 
provisions have been strengthened 
quite materially by increasing the rate 
of surtax on the undistributed ad- 
justed income of such corporations, 
making such rates, reaching a 60 per 
cent. maximum, more comparable to 
the individual surtax rates. In the 
case of such companies it will not be 
found so desirable, after the new law 
becomes applicable, to withhold divi- 
dends in order to pay the corporate 
penalty surtaxes rather than individual 
income surtaxes. 

To conform to income and ate 
changes, the withholding provisions in 
the case of payments to foreign cor- 
porations have likewise been amended. 
The rate for withholding has been in- 
creased to 15 per cent. and withhold- 
ing will be required from all dividend 
payments to foreign corporations to the 
extent of 15 per cent. of 10 per cent. 
of such dividend payments. 

With respect to this change in law I 
might add that the Bureau has recently 
ruled that a corporation reporting on 
an accrual basis, subscribing in 1935 
to funds or chests of a type deductible, 
but making payment thereof in 1936, 
may deduct such payments, within the 
5 per cent. limitation, from 1936 in- 
come. It will not be necessary, there- 
fore, to defer subscription agreements 
until the new act becomes effective as 
long as payment is not made until that 
time. (MM.4397) 


DETERMINATION OF TAXABLE 
INCOME 


None of the law amendments affects 
the determinatian of an individual’s 
net taxable income. Corporations, 
however, are affected by three changes: 


I. Corporations will be exempted from 
tax on dividends received from other 
domestic corporations only to the ex- 
tent of 90 per cent. of such divi- 
dends—not 100 per cent. as hereto- 
fore. In other words, dividends from 
other domestic companies will be taxed 
at the effective rates of 11/4 per cent. 
to 114 per cent. 
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II. Corporations will be allowed to de- 
duct from income so-called contribu- 
tions, but not in an amount in excess 
of 5 per cent. of net taxable income 
computed before deducting any such 
contributions. This limitation of 5 
per cent. is applied and computed in 
the same manner as we have been 
applying an individual’s 15 per cent. 
limitation. You should note, how- 
ever, that a few types of contribu- 
tions’ which an individual may deduct 
are not allowed to corporations. They 
are: 

(a) Gifts to the United States or 
political subdivisions thereof for 
public purposes. 

(b) Gifts to war veterans’ posts or 
organizations or vocational re- 
habilitation funds. 

(c) Gifts to fraternal societies. 

(d) Gifts to any foreign charitable 
corporation, organization, fund, 
foundation, trust or chest or to a 
domestic organization of that type 
if the funds are to be used out- 
side the United States. 


III. The third change concerns groups of 
corporations and permits the liquida- 
tion of subsidiary corporations during 
tax years beginning after December 
31, 1935, without recognition of gain 
or loss on such liquidation, provided 
the following statutory requirements 
and limitations are met: 

(1) If money is received, then the 
gain, if any, is recognized up to 
the amount of the money so re- 
ceived—no loss is allowable, how- 
ever. 


oa 
Ne 
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The corporation receiving the 
proceeds of liquidation must 
have owned on August 30, 1935, 
at least 80 per cent. of the voting 
stock and at least 80 per cent. of 
all other classes of stock of the 
liquidating corporation. 
(3) There must have been zo distri- 
bution, in pursuance of the plan 
for liquidation, before August 30, 
1935. 
(4) If the distribution of assets is 
not completed within the year, 
the plan of liquidation may pro- 
vide for a series of distributions 
over a period not exceeding five 
years from the close of the year 
in which the first distribution is 
made. In that event, the plan, 
as laid down, must be carried out 
and the taxpayer may be required 
to provide bond or waive the 
statute of limitations so that all 
distributions may be taxed later, 
to the extent of the gain therein, 
if the plan as first laid down is 
not carried out. 
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It is important for you to note that 
this non-recognition of gain or loss 
does not automatically apply, or apply 
only, to affiliates as we knew them un- 
der prior laws permitting consolidated 
returns. First, the parent company 
need own only 80 per cent. of the vot- 
ing stock—not 95 per cent. as was re- 
quired for consolidated returns; and, 
second, it must also own 80 per cent. 
of all other stock, though under the 
old consolidated returns provisions 
none of the non-voting preference 
stocks was required to be owned by the 
parent. I stress this because I have 
noted some belief that any company 
included in a consolidated return in 
prior years can be liquidated under this 
new section, without gain being taxed, 
but that is not the case. 


DESIGNED To EASE INEQUITIES 


The new section was enacted to 
ease somewhat the inequities resulting, 
in part, from our prior laws and Con- 
solidated Returns Regulations issued 
thereunder and, in part, from the 
elimination of the right to file con- 
solidated returns. These regulations 
produced situations which in liquida- 
tions would have created a taxable 
gain that was wholly fictitious and in 
other cases would have caused double 
taxation of the same income. In many 
instances, however, the new provision 
will not fully eliminate that inequi- 
table tax because of one effect of the 
change that has been overlooked by 
some taxpayers. 

Section 113 of the Revenue Act 
contains a provision [par. (a) (6)] to 
the effect that property received in cer- 
tain non-taxable transactions, exempted 
under Section 112, shall take the same 
basis for determining gain or loss on 
the subsequent disposition thereof as 
the property or securities surrendered 
in the exchange. Section 113 has not 
been amended at all, and hence has 
not been considered by some in con- 
nection with the tax law changes. The 
provision for not recognizing gain or 
loss on liquidation was incorporated by 
amendment into Section 112(b) so 
that Section 113(a) (6) is applicable 
to such new provision. Hence, though 
no gain will be recognized on liquida- 
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tion, the parent will have to take up 
the assets received at an amount equal 
in total to the adjusted tax cost of its 
investment in the subsidiary. I use the 
term “‘subsidiary’” in the sense of the 
1935 Act. 

If the parent purchased the stock 
for less than the subsidiary’s net book 
cost, or if the parent company’s basis 
must be reduced for inter-company 
transactions or for losses of the sub- 
sidiary deducted on consolidated te- 
turns, as set forth in Articles 34 to 40 
of Regulations 78, and similar provi- 
sions of prior regulations, or if the 
subsidiary has earned profits which it 
has not distributed as dividends, the 
basis to the parent company of its in- 
vestment in the subsidiary will be less, 
perhaps substantially less, than the cost 
of the net assets to the subsidiary. 


Must WriTE Down ASSETS 

Hence, under such circumstances, 
the subsidiary’s assets must be written 
down when they are taken up on the 
parent company’s books. If they con- 
sist of non-depreciable fixed assets 
they would likely be free from tax for 
some time, but if such assets consisted 
of receivables and inventories you can 
readily appreciate that the deferred 
and, in many cases, fictitious gain 
would be taxed over the relatively short 
period of time required to convert 
assets of that type into cash. If the 
property received should consist of 
both types of assets, an apportionment 
of the total tax basis will be required. 
Regulations covering that have not 
been issued. Possibly, taxpayers will be 
permitted to reduce the total basis by 
first allocating full value to current 
assets such as receivables and inven- 
tories, leaving the balance for fixed 
assets. That would be most equitable. 
It is more likely, however, that a 
straight apportionment gn a value 
basis to all assets, fixed and current, 
will be required. It behooves one, 
therefore, to move very carefully and 
to make certain that any gain, not rec- 
ognized on liquidation, will not be 
taxed in the ensuing year or so. 

I hope that you gentlemen have been 
considering very carefully the status 
of your own companies under the new 
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law’s provisions, particularly those re- 
lating to dividends and subsidiary 
company liquidations. If you have 
not there are still about two weeks left 
in which to act. There are so many 
possibilities that it seems to me essen- 
tial that every corporation having one 
or more subsidiaries examine the cir- 
cumstances very carefully to make sure 
that it takes such action before Decem- 
ber 31 as seems to be in order. 

For example, under the 1934 law, 
the liquidation of a subsidiary is a 
taxable transaction and gain or loss is 
recognized. When the new law be- 
comes effective, such a liquidation will 
not give rise to taxable gain or loss. 
Hence, if the liquidation of a sub- 
sidiary would create a deductible loss 
and you will have sufficient taxable in- 
come in 1935 to make use of it, it 
would seem very desirable, so far as 
Federal income taxes are concerned, to 
accomplish that liquidation and estab- 
lish the loss because, after the new law 
becomes effective, you will not be able 
to do it. 


MIGHT BE DESIRABLE To DECLARE 
DIVIDENDS 


The question of whether or not a 
loss would result from liquidation 
may depend on whether or not the 
subsidiary declares and pays any divi- 
dends out of its surplus. That would 
leave less to distribute on later liqui- 
dation. Such dividends, if paid before 
the effective date of the new law, 
would not be subject to any income 
taxes but, after it becomes effective, 
would be subject to tax of 114 per 
cent. to 114 per cent. Hence, it 
might be desirable to have the sub- 
sidiaries declare dividends out of sur- 
plus before the end of the year when 
they will not be taxable. 

On the other hand you might find 
that, under the provisions of the new 
law, a liquidation which would per- 
mit the parent to take the assets over 
at an amount equal to the tax cost of 
its investment in the subsidiary would 
result in a stepped-up basis for such 
assets. If that is the case, it is clear 
that liquidation, if effected at all, 
should be effected after the new law 
becomes applicable. 


Another possible advantage might 
result from subsidiaries declaring divi- 
dends in kind. Thus, an asset that 
may be worth today considerably 
more than cost to the subsidiary 
would, if transferred as a dividend in 
kind, take as a future basis its present 
value even though such increase is not 
subjected to tax under the present law 
because there is no tax on inter-corpo- 
rate dividends. 

Those are only a few of the possi- 
bilities. You really will not know 
what your status is until you investi- 
gate and study it in the light of the 
new law. Remember, too, the require- 
ments of the Consolidated Returns 
Regulations regarding adjustment of 
the basis of the parent’s investment. 
If that is not done before the end of 
the year, you may find out next year, 
too late, however, that you should have 
liquidated one or more subsidiaries, or 
had them declare dividends this year. 
Furthermore, the impending possibil- 
ity of an increase in the tax rate on 
inter-corporate dividends might ma- 
terially affect the advisability of doing 
away with subsidiaries. That possi- 
bility of future taxation should be kept 
fully in mind. I realize, of course, 
that there are many other factors to be 
considered, such as business policy, 
state taxation, mortgage and bond pro- 
visions and the like. However, you 
should know where you are going and 
why. You may overlook some advan- 
tages if you do not ascertain your 
status and the result of possible liqui- 
dations, mergers or dividend pay- 
ments before the present law ceases to 
apply to your company or group of 
companies. 


May RE-DECLARE CAPITAL STOCK 
VALUE 

Several changes have been made in 
the Capital Stock and Excess-Profits 
tax sections. The Capital Stock tax 
rate has been increased from $1.00 to 
$1.40 per thousand. Excess-profits 
taxes have been increased to 6 per 
cent. on income over 10 per cent., but 
not over 15 per cent. of the capital 
stock value, or adjusted value in later 
years, and 12 per cent. on income over 
15 per cent. of that value. Also a 








very important change has been made 
in the determination of the amount of 
income subject to excess-profits tax in 
that under the new law the income tax 
is allowed as a deduction. The income 
tax was not allowed as a deduction 
under the old law. The new deduction 
should be taken into consideration 
next July in determining the capital 
stock value to be declared as, fortu- 
nately, corporations have a right to re- 
declare the value of capital stock for 
the purpose of computing both taxes. 
As in the past, that value need not 
reflect in any way the book, market, 
fair, par, or any other value. 

The new capital stock tax provisions 
apply first to the capital stock tax year 
from July 1, 1935, to June 30, 1936, 
or portion thereof, and the value must 
be declared and tax paid in July, 1936. 
The new excess-profits taxes apply to 
the first taxable year ending after June 
30, 1936. Hence a corporation hav- 
ing a fiscal year ending from July 31 
to November 20, 1936, will be sub- 
ject to the old income tax law and the 
new capital stock and excess-profits tax 
laws. 

In addition to the changes dis- 
cussed, there have also been a few 
changes in excise and compensating 
tax provisions which are not of sufh- 
cient general interest to discuss here. 

Estate taxes, effective August 30, 
1935, and gift taxes, effective January 
1, 1936, have also been increased. 
These changes in rates are a matter of 
record and need not be repeated. An 
important change in estate tax pro- 
cedure also was made. Effective in 
cases of persons dying after August 
30, 1935, the executor has the option 
of paying tax on the net value of the 
assets of the estate either at the date 
of death or one year after death. If 
the latter basis is elected, any assets 
sold in the intervening year are taxed 
at the sales proceeds. 

A few changes have been made in 
administrative sections. One provides 
that any interest accruing after August 
30, 1935, shall be added at the rate 
of 6 per cent. per annum. Before that 
time, interest in certain cases such as 
failure to pay when due, delinquent 
filing of, or failure to file, returns, 
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fraud, and the like, was added at the 
rate of 12 per cent. per annum. The 
rate of penalty for late filing has also 
been modified and after August 30, 
1935, will be added at the rate of 5 
per cent. for each month, or fraction 
if less than a month, until it reaches 
25 per cent. Under the prior law, 
25 per cent. was assessable even for 
one day’s delay. 

That covers the changes embodied 
in the Revenue Act of 1935. I cannot 
leave the subject of law changes, how- 
ever, without mentioning two other 
statutes. One is the Social Security 
Act which levies a tax on pay rolls 
or salaries starting with January 1, 
1936. 

SocIAL SECURITY ACT 

This being primarily a tax session, 
I will discuss, in respect to the social 
security legislation, only the tax fea- 
tures. They apply to only two phases 
of the Government program which 
may be defined briefly as the retire- 
ment benefit and unemployment in- 
surance fund sections. 


RETIREMENT BENEFITS 

This phase of social security is to 
be administered entirely by the Federal 
Government, which will collect the 
taxes on both the employer and the 
employee, will handle the funds con- 
stituting the reserves for these bene- 
fits, and will make the payments to 
those entitled thereto. Certain types 
of employment are exempt: to wit, 
agricultural labor, domestic service in 
a private home, casual labor not in the 
course of the employer’s trade or busi- 
ness, officers or members of a crew of 
a vessel documented under the laws of 
the United States or any foreign coun- 
try, employment by the Government, 
subdivisions thereof, or instrumentali- 
ties thereof, and employment by cer- 
tain types of non-profit charitable or- 
ganizations. Every employee who is 
without the scope of the exemptions 
just mentioned, and every employer of 
any such employee, is subject to the 
tax under the retirement benefits sec- 
tion regardless of the amount of wages 
or the number of employees. There is, 
however, a limitation on the maximum 
amount of wages subject to tax, which 
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is fixed at $3,300 per annum. Any 
payments within the year in excess of 
$3,000 are completely disregarded for 
the purpose of the retirement benefit 
tax on both the employer and the em- 
ployee. 

The tax under this section does not 
become effective until January 1, 1937, 
and applies to wages thereafter paid, 
except those paid for exempt types of 
employment and to those more than 65 
years of age. The term “wages,” in- 
cidentally, includes any compensation 
paid in a form other than money, such 
as board and lodging, and the like. 

The employers and the employee 
both pay the same rate of tax, which 
is 1 per cent. for the years 1937 to 
1939, inclusive; 114 per cent. for the 
years 1940 to 1942, inclusive; 2 per 
cent. for the years 1943 to 1945, in- 
clusive; 21% per cent. for the years 
1946 to 1948 inclusive; and 3 per 
cent. thereafter. The employer is re- 
quired to deduct the tax on the em- 
ployee from the wages paid to such 
employee, and both taxes are there- 
after to be paid to the Collector of 
Internal Revenue in such manner as 
may be prescribed by regulations. The 
law itself does not specify the time or 
the manner of payment and, as the 
regulations for the collection thereof 
have not been issued, we are not yet 
informed as to the manner and time 
of payment. 


UNEMPLOYMENT INSURANCE 

It is under the Unemployment In- 
surance section of the Social Security 
Act that the Federal Government has 
obviously undertaken practically to 
force each state to pass unemployment 
insurance laws. Under the terms of 
the Act, each employer who is taxable 
will have to pay the tax to the Federal 
Government in full if he pays no tax 
to his state. If he should do the latter, 
however, he will be entitled to credit 
that state tax against his Federal tax 
up to an amount not exceeding 90 
per cent. of the Federal tax. Thus, 
in one way or another, he will pay 
an amount at least equal to the full 
Federal tax. He may pay more, de- 
pending on his state law. However, 
his employees will receive no benefit 








30 


from these tax payments except 
through a state law, so that if his 
state should have no such law, the em- 
ployer will pay the tax to the Federal 
Government, but the employee will 
receive no benefit. 

The cost, under this section of the 
law, is levied entirely on the em- 
ployer, the employee making no pay- 
ments at all. All employers, however, 
are not subject to tax. In this respect 
the unemployment insurance feature 
of the Social Security Act differs from 
the retirement benefit provisions. For 
unemployment insurance purposes, a 
taxable employer is defined as one 
who, on each of some twenty days dur- 
ing the taxable year, each such day 
being in a different calendar week, 
employs eight or more persons for 
some portion of each of such days. 

Notice some of the peculiarities of 
that statutory definition. It makes no 
difference how long those eight per- 
sons are employed on those days. It 
need be for only a few minutes each. 
They need not all be employed at the 
same time, but can be employed one 
after the other. Yet if that happens 
on twenty days, each day in a different 
calendar week, the employer is tax- 
able. It will thus be noted that under 
this very peculiar definition of the 
term “employer,” it will be possible 
for one to employ eight or eight hun- 
dred or more persons for nineteen full 
weeks and not be subject to tax if, 
during the remainder of the year, he 
does not employ as many as eight per- 
sons on one day. On the other hand, 
a person who on one day each week 
for twenty weeks employs eight per- 
sons, say, each one for only one hour 
per day, would be subject to the tax 
on all wages paid throughout the year. 


Tax Is ON ToTaL WaGeEs Paip 

In the event an employer is subject 
to the tax, he must pay the tax on the 
basis of the total wages paid to all 
employees, including temporary em- 
ployees, wages paid for any period 
during which he may employ less than 
eight persons and even wages in ex- 
cess of $3,000 a year paid to any one 
individual. Thus, for example, this tax 
will have to be paid on salaries of 
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officers of corporations who may be 
receiving large compensation and who, 
of course, will never be entitled to 
comparable benefits. There is, how- 
ever, excluded from the wages sub- 
ject to tax, compensation paid for 
certain types of employment: to wit, 
agricultural labor, domestic servants, 
services of officers or members of 
crews of vessels on navigable waters 
in the United States, compensation 
paid Government employees or instru- 
mentalities thereof, compensation paid 
for services of minor children to par- 
ents, of parents to children or one 
spouse to the other, and compensa- 
tion paid employees of certain non- 
profit charitable or similar organiza- 
tions. 

The tax applies to all compensation 
paid after January 1, 1936, and is 
computed at the rate of 1 per cent. 
of the total wages for 1936, 2 per 
cent. for 1937, and 3 per cent. there- 
after. The return is due January 31 
of each year on the previous year's 
wages, but the tax may be paid in 
quarterly installments starting Janu- 
ary 31. 

Against this tax, however, one may 
credit up to 90 per cent. of the Fed- 
eral tax, amounts paid to states under 
unemployment insurance laws, pro- 
vided such laws meet the requirements 
of the Federal Act and are approved 
by the administrative authorities. I 
shall not attempt to burden you with 
the various requirements which will 
make this possible. I have no doubt 
that every state will adopt laws that 
will meet such requirements. 

It is also possible that one might 
obtain a credit for more than is ac- 
tually paid to a state. The state law 
may contain a provision whereby em- 
ployers who guarantee employment or 
have a good record for steady employ- 
ment may pay a lower or preferred 
rate. Yet, subject to the usual 90 per 
cent. limitation, such employer may 
deduct from the Federal tax a credit 
equal to what would have been pay- 
able under his state’s maximum rates, 
even though the employer actually 
paid a rate lower than such maximum. 

By way of summary, let me remind 
you that the Social Security Act pro- 


vides for two taxes, each separately 
computed, with certain differences, as 
follows: 


Unemployment Insurance Tax 


. Effective January 1, 1936. 

. Rates reach 3% maximum in 1938. 

. All wages are taxed regardless of 
amount. 

4. Only employers of eight or more per- 

sons are taxed. 
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5. Casual labor wages are taxed. 

6. Wages paid a person over 65 are taxed. 

7. Such wages are not taxed. 

8. Employee pays no tax. 

9. Credit is allowed, up to 90% of the 
Federal tax, for payments to states. 

Retirement Tax 

1. Effective January 1, 1937. 

2. Rates reach maximum of 3% in 1949. 

3. Wages over $3,000 per annum are ex- 
cluded. 

4. An employer of only one person is 
taxable. 

5. Casual labor wages are not taxed. 


6. Wages paid a person over 65 are not 

taxed. 

7. Wages paid by parent to minor child, or 
by children to parents, or one spouse 
to the other, are taxed. 

. Employee pays similar tax. 

9. No credit is allowed for payments, if 

any, to states. 
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AGRICULTURAL ADJUSTMENT ACT 

The other statute I have in mind 
covers the processing and related taxes 
and is known as the Agricultural Ad- 
justment Act. The newspapers con- 
tained many items about injunction 
suits relating to the A.A.A. and its 
possible unconstitutionality. It would 
require too much time to explain what 
was behind it all, but it led to certain 
amendments to the Act which may be 
of importance to you. 

One change in the law gives re- 
tailers of cotton products, flour and 
certain wheat cereal preparations the 
tight to obtain a refund in respect to 
floor stocks on hand when the tax 
terminates. Prior to the adoption of 
that amendment no refund was allow- 
able in respect of any retail floor 
stocks. 

The other changes relate primarily 
to the making of refunds in the event 
the law is declared unconstitutional. 

The making of a refund of tax to 
any processor on the basis of the in- 
validity of the Act has been limited 








to cases where the processor did not 
pass the tax on to purchasers, directly 
as such, or as part of the sales price, 
or has not charged it back to the pro- 
ducer of the commodity. The burden 
of proof is on the processor. To facili- 
tate such proof, changes in methods 
of billing, of stating the price, or of 
accounting for costs, may be necessary. 
In other words, methods of doing 
business or of accounting therefor 
should be analyzed and altered, when 
necessary, to facilitate the making of 
such proof. 

On the other hand, refunds to 
holders of taxable floor stocks can be 
made, if the law is held invalid, only 
if the holder thereof proves that the 
tax was passed on by the processor. 
The purchasers of processed products 
who might be entitled to refund will 
find it desirable to do their purchasing 
on a basis that will aid them to prove 
that they paid the tax. Thus you can 
see developing a conflict of interest 
between the processor and the cus- 
tomer as the method that helps one 
hurts the other. I mention all this 
because the matter of business policy 
as well as tax advantages should be 
considered in each case. Attempts to 
make sales on a basis to show that the 
tax has not been passed on may cause 
a loss of business. 

It is probable that to minimize re- 
funds the Government will support 
the claims of purchasers that the tax 
was passed on to them because then 
the refund will be limited to the tax 
on their floor stocks; while the proc- 
essor, if it can be shown that the tax 
was not passed on, might obtain a 
refund of all taxes paid during the 
existence of the law without being 
limited to the floor stocks. Processors, 
of course, are primarily interested in 
the constitutionality question because 
only a ruling that the law is invalid 
will make possible a refund of all 
taxes paid. Purchasers, however, may 
receive their refund whenever the tax 
terminates, even if the law is con- 
stitutional, the only difference being 
that if the law is invalid they must 
prove that the tax was passed on to 
them. 
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Mentioning the recent court injunc- 
tion proceedings in connection with 
processing taxes naturally leads to the 
last phase of my subject—important 
new decisions. 


New RULINGS AND DECISIONS 


I believe our courts have never been 
more prolific in handing down tax 
decisions than they were during the 
past twelve months and, paradoxically 
too, they seem to have created two new 
questions for every one they settled. 

Time will not permit me to cover 
the entire field so I have selected for 
discussion those I think are likely to 
be of special interest to corporate tax- 
payers. 

Before discussing these cases, how- 
ever, let me remind you that lower 
court opinions are not necessarily final 
and their theories may be reversed, 
perhaps even in other cases if the par- 
ticular case involved has not been ap- 
pealed. Consider them, therefore, in 
that light. 

I dare say that no more important 
tax decision was handed down by our 
Supreme Court than its ruling in the 
well-known Gregory case (S.Ct. No. 
127 Oct. Term 1934) decided last 
January 7. At the same time I recall 
no decision that was more unsatisfac- 
tory, not because of its conclusion, but 
because of the uncertainty which the 
opinion created. It is somewhat difh- 
cult to determine the basic reasons for 
the result. The lower court expressed 
certain reasons for its decision. The 
Supreme Court’s opinion stated that 
the lower court’s reasoning leaves lit- 
tle to be said—then it went on to say 
a lot more about an entirely different 
theory. 

It involved the taxable status of a 
transaction pursuant to a plan of re- 
organization, and I shall not discuss 
it from that point of view, because 
any attempt to do so properly would 


require at least an entire evening, but - 


rather in the light of the possible ap- 
plication of its principles to other 
circumstances. 

The court held the _ transaction 
fully taxable because the reorganiza- 
tion under which exemption was 
claimed, even though meeting the 
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strict language of the exempting stat- 
ute, was one having no relation to the 
business of the corporations—an oper- 
ation, as the court said, “having no 
business purpose.” Hence we are now 
confronted with the problem of to 
what extent a transaction must be 
germane to the business. 

That principle may not be limited 
to reorganization problems. The case 
of George H. Chisholm, for example, 
involved the basis for determining 
gain or loss in respect of property 
transferred to a partnership. Against 
the taxpayer’s claim that the basis was 
the value when the property was con- 
tributed to the partnership (which, in- 
cidentally, was held to be the correct 
basis in that case and others) the 
Commissioner argued, under the 
Gregory case rule, that the transfer 
was not a proper business transaction 
and had not a business purpose. The 
Second Circuit [69 Fed. (2nd) 809| 
disapproved the application of the 
Gregory rule in that case on the facts 
but did not deny the principle. The 
Supreme Court recently denied certi- 
orari. 


Is TRANSACTION GERMANE TO 
BUSINESS ? 

The same proposition has been ad- 
vanced as a basis for disallowing 
stock-sale losses. If the theory of 
germaneness to business of a transac- 
tion involving deduction of a loss or 
expense, or exemption of a gain, is a 
test to be applied broadly, our tax 
procedure may be materially altered. 
Furthermore, without saying a word 
about it, the Supreme Court did, in 
fact, look through form to substance 
and so the case has since been cited 
in support of that principle. The 
answers to our questions must await 
further elucidation by our highest 
court. In the meantime, however, 
beware of the possibilities in deciding 
any tax question. 

My reference to stock-loss sales 
leads to consideration of a number of 
decisions dealing with stock transac- 
tions and because so many of you are, 
I know, concerned so frequently with 
them I shall refer to some of them 
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even though they relate to individuals 
more often than corporations. 

First, there were decided several 
cases in which the taxpayer attempted 
to use the first in-first out method, 
regardless of identification. When 
the Commissioner of Internal Reve- 
nue claimed identification was possi- 
ble, the Board of Tax Appeals (I shall 
hereafter use the more convenient 
term Board) held that the taxpayer 
had no free option to use that method 
and permitted identification by the 
Commissioner when that was possible 
despite the taxpayer’s objection. A. D. 
Geoghegan, 31 B.T. A. 93, also Wil- 
liam W. Miller, 31 B.T.A. 192. 

Second, the Board held that more 
specifically the basis was ‘“‘first ac- 
quired-first sold” rather than “‘first 
in-first out.” In the case of a tax- 
payer buying stock on margin and 
later depositing in the account stock 
in the same corporation purchased out- 
right at an earlier date, the Board 
held that the stock first acquired was 
first sold even though it was second 
in the account. W. A. Forrester, 32 
Bia A 170. 

In the case of J. L. Rankin, Exec. 
(55 S. Ct. 732), the Supreme Court 
established a new principle. Those of 
you who are familiar with brokerage 
procedure are aware of the fact that 
for margin accounts the broker does 
not identify shares as belonging to any 
particular account and hence if one 
customer purchases, through a margin 
account, several lots of the same stock, 
identification by certificates is impos- 
sible. Generally, therefore, the first 
in-first out rule was applied. The 
Court held, however, that if the cus- 
tomer directed the broker to sell the 
shares purchased on a certain day at 
a specified price that constituted iden- 
tification for tax purposes and the 
cost of that block should be used to 
determine gain or loss. 


Later, the Board, in applying the . 


Court’s theory (U. H. McCarter, 33 
B.T.A. 51), held that it meant it to 
be applied only to cases where because 
of the nature of the transactions it 
was impossible from the beginning to 
earmark particular certificates as repre- 
senting a particular purchase so that 
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identification by date and price of pur- 
chase was the only means ever avail- 
able. Such a method constitutes iden- 
tification under the Regulations and 
the exercise of the right of selection 
of the property to be sold. The Board 
in this case refused to go as far as the 
Second Circuit Court did last week. 


IDENTIFICATION THROUGH 
DESIGNATION 


On December 9, 1935, the local 
(Second) Circuit Court of Appeals 
held that the principle of identifica- 
tion through designation by date of 
purchase was applicable to shares held 
by a broker in safekeeping account, 
even though it was possible to trace 
the certificate numbers of shares so held. 

In that case the taxpayer directed 
the broker to sell shares purchased on 
a designated date. The Commissioner 
traced the numbers of certificates de- 
livered out of the safekeeping account 
and showed that they were purchased 
several years earlier, and at a lower 
cost. Yet the Court held the tax- 
payer’s ordered designation was con- 
trolling. It laid down the rule that 
identification could be by designation 
as to date of purchase and identifica- 
tion by certificate numbers was a sec- 
ondary method only if such other 
designation were not made. (William 
W. Miller.) 

Because it was so generally believed 
that the first in-first out rule had to 
apply to margin accounts because of 
the impossibility of identifying cer- 
tificates, few taxpayers have heretofore 
ordered brokers to sell particular pur- 
chases and cannot benefit under the 
court ruling. For the future, how- 
ever, they may take advantage of it. 
This decision is also important because 
there may be other situations, aside 
from margin accounts, to which the 
same principle may apply. 

When the law was amended to ap- 
ply certain limitations on deductions 
for security losses, questions were 
presented with respect to the treat- 
ment of brokerage commissions on se- 
curity purchases and sales. If the net 
losses were substantial and the com- 
missions were deductible separately as 
an ordinary and necessary expense, the 


total deduction for both commissions 
and losses would thus exceed the limit 
of $2,000. In answer to those ques- 
tions, G.C.M. 15430 held that in 
cases of traders or taxpayers making 
casual sales such commissions were to 
be treated as part of the purchase cost 
or selling price and the gain or loss 
computed accordingly. No court de- 
cisions on that point have been ren- 
dered, however, and personally I 
question its validity, particularly in 
the case of a trader. 


COMMON Stock Not STOCK 
DIVIDEND 


From the subject of stock transac- 
tions we go to the subject of dividends 
and find that the Sixth Circuit on 
March 14, 1935, affirmed last year’s 
Board decision in the Tillotson Man- 
ufacturing Company case (76 Fed. 
(2nd) 189), holding that common 
stock paid as a dividend to preferred 
stockholders is taxable as a regular 
dividend and is not a stock dividend. 

Bond problems follow stock prob- 
lems in logical sequence. Here we 
observe that the Commissioner of In- 
ternal Revenue, after being unsuccess- 
ful in getting court approval for his 
disallowance of the deduction for 
unamortized discount and premium on 
bonds retired when it is accomplished 
with the proceeds of a new issue 
(California and Oregon Power Co. 
C.C. A.-D.C., 75 Fed. (2nd) 644), 
finally issued T. D. 4603. This allows 
the deduction of such items with the 
further proviso that in respect of cases 
closed without the allowance, or in 
certain open cases on the election of 
the taxpayer, such unamortized dis- 
count and expense may be spread over 
the life of the refunding bonds. 

In I.T. 2846 the Commissioner 
held that a profit realized by a corpo- 
ration by repurchase of its own bonds 
at less than the amortized issue price 
was not a profit on a capital asset and 
hence did not permit the deduction of 
offsetting capital losses under the limi- 
tations of Section 117(d) of the pres- 
ent act. 

Two decisions affecting real estate 
may be considered of importance. The 
Second Circuit (that, by the way, is 








the New York Circuit) held invalid 
the Regulations to the effect that if a 
lessee erects a structure on the leased 
land, the lessor realizes gain either 
in toto or proportionately over the 
period of the lease. It held [Hewitt 
Realty Co., 76 Fed. (2nd) 880] that 
gain, if any, is realized only when the 
land is sold. From the point of view 
of the lessee, the same circuit held 
that as a matter of law the cost of im- 
provements should be written off over 
the first period of the lease involved, 
regardless of renewal periods or the 
fact that the probable physical life 
of the improvement was in excess of 
the first period of the lease. [Milli- 
nery Center, Inc. 73 Fed. (2nd) 
1007]. While the Commissioner of 
Internal Revenue has not appealed any 
of those cases and in amending the 
Regulations did not follow the Hewitt 
Realty Company case, I understand he 
is following the Millinery Center, Inc. 
case regarding amortization of the cost 
of leasehold improvements. 

On the subject of the accrual of 
real and personal property taxes, the 
Bureau of Internal Revenue made sev- 
eral rulings covering the taxes of var- 
ious states. So far, about one-half 
of them have been covered including, 
as the most recent, the State of New 
Jersey. All these rulings apply to the 
U.S. v. Anderson, 269 U.S. 422 case 
and hold the taxes accrue on the date 
the ownership of property governs 
the compilation of the assessment 
roll—the so-called ‘‘assessment date.” 


TAXES SHOULD BE ACCRUED 
YEAR EARLY 

Thus in New Jersey, G.C. M. 
15305 holds that real and personal 
property taxes accrue on October 1, 
1935, say, for purpose of illustration, 
even though the tax assessed against 
such value covers the calendar year 
1936, the budget is not prepared until 
1936, and the bills, therefore, are not 
received until April, 1936. An ex- 
amination of the rulings applicable to 
the various states will indicate that in 
a number of them the taxes should be 
accrued in a year prior to that in 
which they are normally accrued under 
our accounting practice. 
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On the subject of bad debts, a num- 
ber of decisions were handed down 
during the past twelve months. Most 
of them are not of general importance 
because they are largely factual prob- 
lems. One decision, however, that of 
the Board in Henry R. Huntting, 32 
B.T.A. 65, involves a principle of 
importance. The Board there held 
that a debenture bond of an issue 
traded in on the Stock Exchange dur- 
ing the year at about 314, but not 
quoted at the close of the year, could 
be charged off in part as a partially 
worthless debt, even though the corpo- 
ration then in receivership was reor- 
ganized during the following year and 
the taxpayer received stock of a suc- 
cessor company for his bonds. 

I attach major importance to this 
case, not because of its effect on bad 
debt cases, but because, if upheld, it 
may permit a write-off, as a partially 
worthless debt, of investments in 
bonds, which procedure would avoid 
the percentage of loss limitation of 
Section 117(a) and the $2,000 limi- 
tation of 117(d) of the Revenue Act. 
These limitations would be applied if 
the bond were sold and a loss claimed 
on such disposition. 

The question of estoppel was given 
some consideration last year but I can- 
not see that any particular principles 
were evolved. Most of the cases in- 
volved lower court decisions and the 
trend generally favored the taxpayers. 
One case, however, is important be- 
cause, in it, the Supreme Court, for 
what appears to be the first time, in- 
voked a similar principle against the 
Government. The case, Bull v. U. S., 
55 S.Ct. 695, involved a decedent 
member of a partnership. Under the 
firm agreement, his estate was entitled 
to a share of the partnership income 
from date of death to the end of the 
calendar year. In auditing the estate 
tax return the Government included in 
the estate value, subject to tax, the 
decedent’s share of the firm’s earnings 
subsequent to death. The additional 
tax thus resulting was paid. Four years 
later, after auditing the estate’s income 
tax return, the Government proposed 
an additional assessment resulting 
from including in income the same 
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earnings which had been held part of 
corpus at death. Such tax was also 
paid and a claim was filed for refund 
either of the income or estate tax paid 
on the same item. 

The Court of Claims held the item 
to have been properly taxed as income 
but denied refund of the estate tax 
because the Statute of Limitations had 
expired before the appropriate action 
had been started. The Supreme Court 
on review held that the overpaid estate 
tax, even though outlawed by statute, 
should be credited against the addi- 
tional income tax, and as the income 
tax assessment had been paid in full, 
a refund was ordered. 

In several pages of opinion it did 
not refer to estoppel, as such, but re- 
ferred frequently to equity. Estoppel 
is an equitable defense. 


FOUNDATION FOR EQUITABLE 
RULINGS 

This decision may, therefore, pro- 
vide a foundation for equitable rul- 
ings, tantamount to the application of 
the theory of estoppel against the Gov- 
ernment, in cases involving other is- 
sues. There may well arise other 
claims of the Government for addi- 
tional taxes where, to use the court’s 
words, “the unjust detention is im- 
moral and amounts in law to a fraud 
on the taxpayer's rights.” 

I have one other ruling to refer to 
in closing. It deals with the capital 
stock tax. The law requires that a 
corporation becoming taxable during 
the year declare a value for its capital 
stock at date of organization. At in- 
corporation, a corporation usually has 
little capital. If that were the date 
as of which the value should be de- 
clared, and a value sufficient to exempt 
the year’s earnings from excess-profits 
tax were declared, you can readily see 
that the capital, when it was actually 
paid in later, would be added to the 
original declared value and thus dou- 
ble succeeding years’ capital stock tax. 
On the other hand, if a nominal 
original value were declared, the first 
year’s income would be subject to 
excess-profits tax. 

The Bureau ruled in an informal 
letter (par. 6505 C.C.H. Vol. III) 
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that the original value should be de- 
clared not as of date of incorporation, 
but as of date of organization to do 
business, i.e., when its starting capital, 
cash or assets, was actually paid in. 


CHAIRMAN O. W. BREWER: Thank 
you, Mr. Cooper. I think we will all 
agree that Mr. Cooper has covered a 
wide range of items under one head- 
ing. I suppose you men did not catch 
all of the items as he went along, al- 
though I noticed many of you with 
your pencils out, trying to get as much 
as possible. However, Mr. Cooper 
has consented to turn his manuscript 
over to the Institute. Most of it will 
be published in a later issue of THE 
CONTROLLER, in plenty of time to be 
of use to you before the next tax re- 
turns are due. 

Mr. Cooper also has consented to 
answer any questions the members may 
have, after he gets his breath. 

MEMBER: What happened to that 
famous decision, 4422, and what is the 
Department doing to it? 

Mr. Cooper: That is a matter of 
experience. I must say that I have 
been rather delightfully surprised in 
my own cases that the Bureau was not 
doing very much about it. So far I 
have had four or more large companies 
in which they have approved deprecia- 
tion. I have been surprised that the 
Bureau has been less severe than I 
thought it would be. It depends on 
the particular company and what your 
figures show. It depends to a large 
extent on how you present them. The 
Bureau is still active on it. It is start- 
ing to face some fights on principle, 
the outcome of which I cannot predict. 


Four PRINCIPLES INVOLVED 


There are four principles involved. 
There is, first, the question based on 
the American Chain case, that if the 
Bureau sets a five per cent. rate based 
on a twenty-year life, whether or not 
the taxpayer is permitted to deduct 
that five per cent. on all assets ac- 
quired during the preceding nineteen 
years, regardless of the amount of de- 
preciation claimed in the past, or that 
some of them may have been fully de- 
preciated. The Bureau will not give 
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way on that as yet. I think it will be 
forced to go to court. I think it will 
not give way until it is forced. 

The second question relates to the 
Bureau's method of taking the depre- 
ciated balance, the cost less the depre- 
ciation at the beginning of the year, 
and spreading that out over the re- 
maining life. Those of you who have 
had that case know that when they 
work it out that way, they may fix a 
five per cent. basic rate but the effec- 
tive allowance may be only three per 
cent. of cost. They dock you for the 
amount you took in prior years. The 
question of principle there is if you 
are entitled to a five per cent. rate, why 
should you not get that on the gross 
cost of the year under review and 
not a spread of the depreciated bal- 
ance ? 

The third question has to do with 
going back prior to 1913, when some 
companies wrote off the same rates 
the Bureau contends are excessive. I 
have no official ruling nor any formal 
document, but I am inclined to think 
the Bureau will concede that you can 
adjust the depreciation prior to 1913 
to the lower rate and thus pick up in 
the balance for future depreciation the 
excess amount vou wrote off at the 
higher rates, that they say are exces- 
sive, prior to 1913. 

Then, finally, you have the fourth 
phase, which is the question of what is 
or is not a composite rate, the applica- 
tion of which, on their theory, pre- 
vents you from taking losses on elim- 
inations. I think the Bureau does not 
know its own mind on that because I 
have had several different opinions 
from different engineers and different 
people in the Bureau as to what is a 
composite rate. They range all the 
way from the case of a company tak- 
ing a flat percentage on buildings, 
and all machinery, to a company that 
has an individual card system, but be- 
cause it puts five per cent. on each 
one of say, twenty motors, they say it 
is a composite rate. 


IDENTIFYING SECURITIES 
MEMBER: You spoke awhile ago 
of a case of securities that could be 
identified when they are sold if you 


specified the date of purchase to the 
broker when he sold them. What 
proof would the Department require 
in case a question comes up later? 
Would that have to be specified when 
the broker confirms the sale? 

Mr. Cooper: What proof the 
Bureau will require is hard to say. I 
should say that the best thing to do in 
such an instance is to write your 
broker a letter and say, “Sell so many 
shares of such and such purchased on 
a specified day at a specified price.” 
Whether the broker confirms it, or not, 
does not make any difference except 
that if he confirms a sale of some other 
purchase or lot you should call atten- 
tion to the error and, if possible get a 
corrected confirmation. 

MEMBER: In this declaration of 
capital stock value, there is a fly in the 
ointment. I wish you would check 
me on it. When you compute the 
amount of income subject to excess 
profits you are now permitted to de- 
duct the income tax, am I right? 

Mr. Cooper: Right. 

MEMBER (Same): In adjusting 
your original declared value they tell 
you to add the net income subject to 
tax and deduct the dividends, with a 
few other minor adjustments, but they 
do not tell you to deduct the amount 
of income tax you pay. So, taking a 
tax rate of 15 per cent., at the end of 
six plus years, you are going to add 
to your declared value your full in- 
come, even if all paid out in dividends 
which is a mighty important item to 
consider in the original declaration. 
Am I right? 


PROVISIONS Not CLEAR AS TO 
CAPITAL STOCK VALUE 


Mr. Cooper: That is so under the 
Act prior to the 1935 amendments. 
Under the 1935 amendments, the Act 
is rather ambiguous. It still has simi- 
lar language, yet, in the excess profits 
tax law they define taxable income as 
the income after deducting the income 
taxes. I understand the Bureau is 
working on that and if it can see its 
way clear, it is going to add for the 
purpose of adjusting the future value, 
net income after income tax is de- 
ducted. It is going to try to do it if 
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it can but the new provision of the 
law is not clear, one way or the other. 
Under the old law, it seemed clear but 
quite unfair that you should have to 
add net income without deducting the 
income tax. 

MEMBER (Same): If they have a 
right to do that, it is something every 
one here should be on the lookout 
for in declaring the original value of 
the capital stock. 

Mr. Cooper: Absolutely, because 
you may substantially increase your 
adjusted capital value without really 
adding anything to your capital. 


UNAMORTIZED BOND DISCOUNT 


Guest: I should like to ask a ques- 
tion with reference to TD 4603. 
There is no reference to bond issues 
of predecessors. The Bureau has 
made a great point of that in the case 
of mergers and consolidations. Do 
you believe that includes predecessor 
bond issues ? 

Mr. Cooper: The courts are not at 
all unanimous on the question of 
whether or not unamortized bond dis- 
count carries through a reorganization. 
In the past two months I think we 
had four cases, two one way and two 
the other. In the New York Central 
Railroad case I think they held the 
unamortized discount carries through. 
Frankly, I think that “TD” will apply 
to whatever may be the result of the 
court’s deliberations on the major 
question, that if the unamortized dis- 
count carries through reorganization 
the “TD” will apply to the successor. 
If it does not, the “TD” will not 
apply. 

Guest: Can an individual deduct 
the money he has paid on a home if 
he is forced to turn back the deed to 
the second mortgagee ? 

Mr. Cooper: Losses are deductible 
if entered into transactions for profit. 
If you enter into the transaction of 
purchasing a home for personal use, 
no loss of that kind can be deducted. 
If you enter into the purchase of a 
house for profit, that is a different 
story. 

MEMBER: Assume you bought a 
house for a home, later moved out of 
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it and rented it, what is your answer 
to that question about the loss? 

Mr. Cooper: The courts have held 
if a house proposition is converted 
from a personal use to a business use, 
a loss may be deducted based on the 
value of the house at the time of the 
conversion, but not more than cost. In 
other words, if you buy it for twenty, 
and it is worth fifteen when you con- 
vert it, fifteen is your basis. 

MEMBER: That question you have 
there is my headache. I should ap- 
preciate having an answer. 


INVENTORY LESS THAN COST OR 
MARKET 

Mr. Cooper: This gentleman’s 
headache has to do with inventories. 
It seems his company had some method 
of inventorying that produced a result 
that was less than cost or market, 
whichever was lower. The important 
point he doesn’t tell me is what that 
method was. The Bureau proposes to 
change his closing inventory and in- 
crease it to eliminate the effect of the 
method. The problem is, if the 
Bureau does that to the closing in- 
ventory, why should it not do it to 
the opening inventory? The fact that 
the same factor is present in the open- 
ing inventory proves there is some 
theory in what was done, that it was 
not a case of making an error in 
valuation or making some arbitrary 
deduction, but that some theory was 
followed. The Bureau’s position is 
that the estoppel principle prevents 
the adjustment of the opening inven- 
tory because the prior year has been 
settled and closed on the basis of that 
lower value, therefore it proposes to 
increase the closing inventory and tax 
for that year proportionately. 

This problem runs, as is apparent 
from this gentleman’s experience, right 
squarely up against the estoppel prin- 
ciple. Just how far the Government 
can go on that theory is an open ques- 
tion. A number of lower court cases 
in recent months, as I indicated in my 
paper, have been favorable to the tax- 
payer. Most of the inventory ques- 
tions in which estoppel was invoked 
involved errors in valuation of the 
opening inventory, errors without 
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principle, I might describe them, per- 
haps arbitrary and deliberate, safe and 
conservative under-valuations if you 
want to call them that. 

There have, however, been several 
cases in which the Board has approved 
inventory methods which where fol- 
lowed over a period of years as a con- 
sistent principle, even though that 
principle may have been wrong under 
income tax procedure. 

I am inclined to the belief, that in 
this particular case, if the method fol- 
lowed that produced this under-valua- 
tion year after year can be justified as 
something more than an arbitrary re- 
duction, perhaps conservative trade 
practice, perhaps a consistently con- 
servative method even if not supported 
by trade practice, the company has an 
excellent chance of going before the 
Board, if not the Bureau, and obtain- 
ing a decision to the effect if the clos- 
ing inventory is adjusted, the opening 
inventory should be also, although | 
think the decision is more likely to 
hold that they both stay put. 

As I said, this gentleman’s ques- 
tion does not indicate what was in 
back of it all except that by referring 
to an adjustment of the opening in- 
ventory on the same basis, he implies 
some method or theory was followed. 

MEMBER (Same): I might explain, 
for the benefit of these gentlemen, 
what that story is briefly. We have 
taken consistently, over a number of 
years, a long number of years, a valua- 
tion which was nearly always lower 
than cost and nearly always lower than 
market, as the market subsequently 
proved to be. The velvet. season runs 
from April to October and when you 
come to this time of year, when there 
is no velvet market, what the market 
value is nobobdy knows. Being a 
style fabric, something that cost $1 
and is inventoried at ninety-five cents, 
we may not be able to sell at ten cents. 
However, we inventory at something 
less than the dollar, perhaps eighty- 
five cents. That has been consistent 
over a long term of years. The 
Government is not denying it. There 
is no element of fraud of any descrip- 
tion. It has been in there year after 
year since 1909. 
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Mr. Cooper: It goes back prior to 
1913? 

MEMBER (Same): It goes back to 
the time we came to this country, 
thirty-six or thirty-eight years ago. Our 
company is an outgrowth and branch 
of a French concern. We all know 
what is means to say you are French. 
We have inherited that system and 
carried it on. We thought we had a 
red figure and they tell us we made 
$850,000. (Laughter.) 

Mr. Cooper: I should say in a cir- 
cumstance like that you have a very 
good chance of supporting your posi- 
tion even in the Bureau without going 
to the Board. You have a problem 
that involves determination of value in 
an off-season proposition where you 
have on hand probably quantities far 
in excess of your current rate of sales, 
where the recoverable sales value de- 
pends on a future market that is un- 
certain. Assuming that you have not 
fluctuated your percentages of reduc- 
tion too much and particularly have 
not fluctuated them in accordance with 
earnings, I think you can support that. 

MEMBER (Same): That is an im- 
portant point because even in years 
when we had net losses, we did not 
change our method. If we had jacked 
them up— 

Mr. Cooper: Can you show sup- 
port from the experience and practice 
of others in that line— 

MEMBER (Same) : We think so, but 
as in every other business, the velvet 
business is a dog-eat-dog proposition 
and competitors do not want to help 
one another out, so we do not know. 

Mr. Cooper: Where is that case 
now ? 

MEMBER (Same): Still in the 
agent’s office. 


SHOULD SUPPORT CLOSING 
INVENTORY 

Mr. Cooper: Let me quote you this 
citation for what it is worth. The 
Board said: “It appears income is more 
nearly reflected by the petitioner's 
constant though faulty method of tak- 
ing inventory than would be reflected 
by the inconstant closing inventory 
contended for by the respondent even 
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though it be conceded that such clos- 
ing inventory is technically correct.” 
The Board held the closing inventory 
stayed as it was originally. I think 
that is your better chance, to support 
your closing inventory. 

MEMBER (Same): Would you not 
think that citation in my written ques- 
tion would indicate the Board would 
rule against us? This man seemed to 
have acted squarely on the facts there 
cited. 

Mr. Cooper: Which case was that ? 

MEMBER (Same): The case of 
Weaver. 

Mr. Cooper: What does that 
Weaver case involve? Oh, here it is. 
That is a case in which the Bureau 
adjusted the so-called prior year clos- 
ing and the current opening inven- 
tory, and the taxpayer acquiesced and 
accepted that ruling, which is a little 
different. Of course you will find in 
the wording and language of fourteen 
cases, seven in your favor and seven 
against, but you will also find that in 
all the cases that are unfavorable, they 
do not involve a consistent method ap- 
plied throughout the years. 

There is one case for example, the 
grocery business, in which a taxpayer 
would first value inventory at cost or 
market, figures readily determinable. 
Then because his practice was to get a 
3 per cent. cash discount, he took 
three per cent. off the total inventory 
after he had computed it. Techni- 
cally, you cannot justify that under in- 
come tax procedure, yet the Board 
held the closing inventory should be 
let alone as computed by the taxpayer. 
It depends on what your basis is. I 
certainly think in your case, where you 
have a question of what the market 
value is at the end of the year and 
considerable doubt as to what the 
market value is at the end of the year 
and considerable doubt as to what the 
future season will be, it is a trade prac- 
tice that will justify the taking of 
what stock you have left over and 
making some adjustment in value. 

I have in mind another case that is 
pending. It is a question of a chain 
of clothing stores that had a lot of 
straw hats left. What good are straw 


hats on December 31? It is the same 
problem. 

MEMBER (Same): I do not like to 
discuss an individual case too long, 
but in this case here it seems to me the 
Government finds itself stopped from 
going back, and in order to get around 
the fact that it finds itself barred out, 
it reverts to an equitable solution and 
says, ‘While we are barred out by the 
actual written law in this case, we now 
revert to the basis of equity and in- 
voke the doctrine of estoppel and we 
estop you from raising the opening in- 
ventory because we cannot collect in 
the back year.” Is not the essence of 
the Statute of Limitations the fact that 
it says to the taxpayer and to the 
Government, “If you do not find what 
is coming to you in time, one year, two 
years or three years, it is just your bad 
luck?” I understand that to be the 
essence of the Statute of Limitations: 
If you do not find what is coming to 
you in time, it is your hard luck. They 
find themselves in that hard luck and 
then they turn around and invoke an 
entirely different common law doctrine. 


THEORY OF ESTOPPEL 


Mr. Cooper: That is the whole 
fight about the theory of estoppel. If 
you look at it from the academic as- 
pect, the theory is that estoppel applies 
only when there has been a deliberate 
holding out of a certain fact and a re- 
liance on that fact by the other party, 
which makes the theory of estoppel 
apply against the first party who later 
on says that was not the fact. On the 
question of how far the Commissioner 
is nécessarily on notice to determine 
and find these things, there was an 
estate tax case recently in which the 
taxpayer in determining gain on a 
later sale said the property was worth 
twice as much as the estate tax value. 
He said, ““We think it was worth two 
hundred thousand instead of one 
hundred thousand,” and they proved 
the two hundred thousand value. The 
Board said, “That is all right. The 
theory of estoppel does not apply. If 
the estate tax value was not the right 
value the Commissioner, when audit- 
ing the estate tax return should have 
found it out.” 
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In your case, where you put an in- 
ventory figure on the return you do 
not give the details. That is the whole 
dispute. Do you happen to have had 
a loss three years ago that was big 
enough to absorb it? It might be 
worth-while filing a waiver. 

MEMBER (Same): That is a ques- 
tion I meant to ask, whether it is 
possible to waive the statute. Must 
they accept our waiver? We should 
be delighted to do that. 

Mr. Cooper: If you have that 
situation and the Government went to 
the Board and said, ‘“We claim estop- 
pel,” and you say no, here is a waiver 
we offered but it was refused, I think 
the Board will hold with you. 

MEMBER (Same): Thank you very 
much. 

MEMBER: In the matter of the 
Bureau taking the stand an investment 
company trading but not dealing in 
securities, could not inventory on cost 
or market, has there been any recent 
change in that respect ? 

Mr. Cooper: Not that I know of. 


DEPRECIATION OF OVERTIME 
OPERATION 


MEMBER: When a factory is work- 
ing overtime, say twelve hours instead 
of eight, and the ordinary rate is 5 
per cent., what has your experience 
been with the Bureau regarding taking 
seven and one-half per cent. ? 

Mr. Cooper: My experience with 
the Bureau in the past does not mean 
anything today. They still admit the 
theory that if you operate overtime, 
you may be entitled to greater depre- 
ciation. You may have a fight on the 
seven and one-half per cent. rate. In 
recent years I do not recall their ad- 
mitting 50 per cent. greater time means 
fifty per cent. more depreciation. To 
the contrary, they have held to some 
lower intermediate rate unless you get 
to the point of twenty-four-hour 
operation in which event you have the 
added factor of lack of repairs and 
things like that, which add to the de- 
preciation rate, whereas with a twelve- 
hour operation scale, for the other 
twelve hours the machine is available 
for repair. You would probably 
have a great deal of difficulty in add- 
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ing fifty per cent. to your depreciation 
rate for fifty per cent. extra time. 

MEMBER: Assume a holding com- 
pany has a wholly owned subsidiary 
and that subsidiary in turn has a sub- 
subsidiary wholly owned. One com- 
pany loses money and the subsidiary 
company makes money, and the prob- 
lem is to get the profits from one to 
the other. How do you think the De- 
partment is going to look at agree- 
ments, let us say, a management agree- 
ment or something like that, between 
these two companies when you know 
the intention is to let that profit flow 
from the one subsidiary to the other 
subsidiary ? 

Mr. Cooper: What justification 
have you? Does your first subsidiary 
incur expenses due to financing, pay 
the officers’ salaries, or pay any of the 
expenses that might properly be 
chargeable against the second subsidi- 
ary ? 

MEMBER (Same) : Let us assume the 
first subsidiary is ‘the one running 
the other company, even though they 
draw no salaries from it but it is their 
brains that makes the money. 

Mr. Cooper: Does your second 
subsidiary sell the product manufac- 
tured by the first ? 

MEMBER (Same): Let us assume it 
does. 

Mr. Cooper: Does the first sub- 
sidiary supply the capital for the sec- 
ond subsidiary ? 

MEMBER (Same): Yes. 

Mr. Cooper: I think you would 
have a better chance by changing your 
price. I do think some such change is 
justified. The amount that might be 
justified depends on business—amount 
of sales, amount of expenses the first 
subsidiary incurs and so on. 

MEMBER (Same) : Do you think the 
Department can have objection to any 
kind of agreement, if they allow the 
subsidiary to earn $10,000 and all in 
excess of $10,000 flows back to the 
other company, as a fee for instance ? 

Mr. Cooper: I would give them a 
fee for selling the products. 

MEMBER (Same): That is what I 
mean. 

Mr. Cooper: I do not know what 
the Bureau is going to do. I do not 
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know how far they can go under Sec- 
tion 45 nor does the Bureau. You 
can go, I think, a long way in con- 
trolling what the second subsidiary 
should make. I would not do it on a 
management fee basis, but on the 
amount you charge them for the prod- 
uct they sell; reverse the procedure. 
Do not let the sub-subsidiary make the 
money in the first place. 

MEMBER: In some companies it is 
customary to capitalize development 
expense of major products, new prod- 
ucts, and after that product has reached 
a stage of commercial production to 
amortize the expense over a period of 
years based on the volume of sales or 
some other basis. Is it permissible to 
charge against the profits for income 
tax purposes the amount of the amor- 
tization of any particular years? 

Mr. Cooper: I should think that 
on the basis of rulings so far issued, it 
is not. Unless you can show that your 
money spent for development pro- 
duced an asset with a limited life and 
that you can reasonably estimate that 
life, then you can not write those de- 
velopment expenses off over a future 
period. 

There have been one or two deci- 
sions I recall in recent months that 
gave some color to the propriety of 
doing that thing but, generally speak- 
ing, the Bureau holds that the develop- 
ment expenses of that type are deduc- 
tible when incurred. I am assuming 
now that you do not develop a patent 
or something of that type. Of course, 
if you do, then you can capitalize the 
cost of developing the patent and 
amortize that over the seventeen years 
of life. In some cases, in the automo- 
bile companies, for instance, where 
they have different models produced 
in a succeeding year, they will permit 
the amortization of that over the next 
year or two years or as long as it runs. 
You have to be able to tie that ex- 
pense up to the life you use pretty 
definitely. 

MEMBER (Same): If you abandon 
the development in any year, you can 
charge off anything that is not amor- 
tized ? 

Mr. Cooper: That is a possibility 
under some recent cases in which the 
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Board is starting to give effect to what 
is good accounting practice, but not 
strictly within the law. In some 
cases, taxpayers try to deduct that if 
they use it. If they can not, there is 
no harm in carrying it forward. It is 
a doubtful expedient. 

MEMBER: In the case where the 
Statute of Limitation has run against 
the Government, where the Govern- 
ment contends the item should have 
been capitalized and taken into income 
and after a certain date says that it 
must be taken into income, are we 
estopped from claiming then a right 
to restore the previous year’s write 
offs and claim depreciation on the item 
they would have had us capitalize ? 

Mr. Cooper: The lower courts 
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have so held. I do not recall that it 
reached the Supreme Court but it 
may have. The lower courts held that 
in the case of insurance companies 
and banks when they had a habit of 
writing off furniture and fixtures that 
way. The Bureau somewhere around 
1923, '24 or '25 made them capitalize 
expenditures from then on. They 
contended then, in view of that, they 
were entitled to deduct depreciation 
on prior expenditures and the Board 
held, also the district or circuit court, 
that having recovered the cost of their 
ptior year’s expenditures they were no 
longer entitled to depreciation on 
them. 

MEMBER (Same): That is where 
they recovered the cost. 


Mr. Cooper: Yes. 

MEMBER (Same): A concern could 
not claim depreciation ? 

Mr. Cooper: That is right. 

CHAIRMAN BREWER: Are there any 
more questions? It is nearly ten 
o'clock. Our speaker has been on his 
feet almost two hours. I know it has 
been tremendously interesting for 
every one present and I do not doubt 
it has been tremendously informative 
for all of us. 

I should like, at this time, to sug- 
gest that we extend a rising vote of 
thanks to Mr. Cooper. 

. . . . The members arose and ap- 


.... The meeting adjourned at 
ten o'clock... .. 


Budget Simply a Plan for Proper 
Relation Between Activities 


Technique of Budgeting Simply Means of Converting Plan into Written Terms 
and Making It Possible to Compare It Later with Actual Performance—Must 
Provide for Sudden Changes in Sales Outlook—Paper by HENry D. MINICH. 


N compact form MR. MINICH, con- 
troller of the Sonotone Cor poration, 

and chairman of the Research Council 
of THE CONTROLLERS INSTITUTE OF 
AMERICA, presents in this paper the 
fundamentals of budgeting as he sees 
them, and points to defects which ap- 
pear in many budgets. The paper 
was presented before the Philadelphia 
Control of THE CONTROLLERS IN- 
STITUTE OF AMERICA, January 27. 
The paper is particularly timely and 
valuable. 

The opinions expressed here are 
drawn from many years of service by 
Mr. MINICH in important posts. He 
was until recently controller of John- 
son & Johnson, New Brunswick, New 
Jersey. For several years he served as 
vice-president and controller of the 
Republic Motor Truck Company, and 
later was with the Allied Chemical & 
Dye Corporation, in charge of budgets 
and financial operation of the General 


Chemical Company. At one time he 
was also treasurer and controller of 
L. C. Smith and Corona Typewriters, 
Inc. Mr. MINCH is the author of 
numerous articles on industrial en- 
gineering and accounting subjects. A 
native of Indianapolis, MR. MINICH 
was graduated from Harvard Univer- 
sity. He obtained his early training 
with Scovell, Wellington & Company, 
and prior to the World War main- 
tained offices at Troy, where he served 
with a number of industrial corpora- 
tions in Northern New York and New 
England. 

The contributions by Mr. MINICH 
to the literature of controllership are 
greatly enjoyed. —THE Epiror. 


The inspiration for these remarks 
—which are intended mainly to open 
a discussion on the general subject of 
“Budgeting,” was found at the top of 
Mr. Frank J. Fell’s letter of invitation 


which brought me here. On _ the 
Pennsylvania Railroad letterhead ap- 
pears the statement, “Dividends paid 
in every year since 1847." This means 
nearly ninety years. 

With this in mind it really seems 
futile for me to come here and attempt 
to talk to you at all on this subject. It 
would seem far more fitting for me to 
do the listening rather than the talk- 
ing. I should like to learn just how 
the Pennsylvania Railroad chalked up 
such a record. But perhaps Mr. Fell 
will later tell us that. Without know- 
ing anything about it, it is quite ap- 
parent to me that no such record could 
have been achieved unless there had 
been a budget—or at least some very 
definite and effective plan for making 
money and conserving it. Such plan 
may not have been called a budget, 
ninety years ago, or thirty years ago. 

This leads me to express publicly 
the regret that I have often expressed 
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privately, namely, that we are too 
prone to give definite labels to good 
business practices. I do not like the 
label “budget.” It is too limited to 
finance and it is not American. 

We lost much of the value of Tay- 
lor’s effort by labelling his imitators 
“efficiency engineers.” We made 
people afraid of such work and, what 
is worse, brought ridicule on much 
that was done, and more that could 
have been done, by competent men be- 
cause a few who had that label abused 
the trust of a profession. 

Industrial engineering was a broader 
term and was not so bad, yet it smacked 
of immature professionalism. Cost ac- 
counting, especially uniform cost ac- 
counting, for a time seemed to be the 
answer to the problem. Lately it has 
been budgeting. 


BUDGETING MIS JUDGED 


For some time I have seen signs of 
the growth of a wrong impression con- 
cerning budgeting. I fear that some 
of the value of budgeting in its true 
sense will be lost by this labeling 
habit and by judging the principles 
by a few poor but outstanding appli- 
cations. I do not need to tell you that 
all is not budgeting that travels under 
that title, or that industrial crime can 
be committed in that name as well as 
in the name of efficiency engineering 
or so-called cost accounting. 

As I see it, this business of budget- 
ing is nothing more or less than plan- 
ning how a business is to make profits 
and, having made them, determining 
what it is going to do with them. The 
particular form it takes is merely in- 
cidental. 

We may have budgets for institu- 
tions that merely want to avoid a loss. 
We may have government budgets 
where no one seems to care whether 
we continue as a going concern or as 
a bankrupt town or nation. But nor- 
mally we budget a business for the 
purpose of making profits. 

The way we do it—if we succeed 
at all—is to plan to secure a proper 
relation between the various activities. 

The principles of budgeting are 
really the very fundamentals of suc- 
cessful business. They are not just a 
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new set of rules of accounting or of 
corporate conduct. Like most funda- 
mentals we often lose sight of them. 
Often our days are so crowded with 
important detail that it distracts our 
attention and obscures the real pur- 
pose of our place in business. Is what 
we are doing contributing to the 
profit? That is what the executive 
ought to know. True, our unemploy- 
ment taxes must be deducted and set 
up on our payroll; that patent situa- 
tion must be cleared up; the new prod- 
uct must be approved; someone must 
see about that customer's complaint, 
and the convention program must be 
talked over. These things and count- 
less others cannot be ignored any more 
than when touring we can ignore the 
gauges, the speedometer, the gasoline 
and oil. We must not neglect these 
things but after all we must know 
whether we are on the right road and 
whether we are getting anywhere. That 
is no point to all this bother unless 
we actually do make definite progress. 


TECHNIQUE OF BUDGETING Is SIMPLE 

The technique of budgeting is sim- 
ply the means of converting a plan 
into written terms and making it possi- 
ble to compare it later with actual per- 
formance. The budget proper is the 
plan itself. 

We do not plan simply by getting 
accuracy in our forecasts or by cutting 
expenses to the bone. Indeed, these 
are two of the dangers I perceive in a 
too popular conception and canned 
variety of budget. 

Too often I fear that budgets are 
laboriously prepared on a basis of 
past history and normal expectations, 
placing emphasis on attempts at ac- 
curate forecast and expense reduction 
rather than on seeing that there is a 
proper equation—that the plan really 
provides for getting somewhere. 

Accuracy is of course desirable, but 
in my opinion it is not the prime req- 
uisite that some consider it. I should 
like to have an accurate sales forecast 
as much as anyone, but I am much 
more concerned about having an ade- 
quate plan for promptly adjusting my 
production and my inventory when 
unexpected changes occur in the sales 
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outlook. I should of course like to 
have my plants producing just what 
was planned but I am even more in- 
terested in knowing, when emergencies 
arise, that I can expect certain things 
and have certain definite moves to 
bring my operation into equilibrium 
with the least of loss. 

Accuracy in budgeting has a way of 
coming, but I place ahead of it the 
organization of the job to be done and 
the coordination of activities. 


OBJECTIVE Not PRIMARILY TO 
DECREASE EXPENSE 


The second of the most misleading 
conceptions of budgeting is that its 
objective is primarily to decrease ex- 
pense. Elimination of needless and 
unproductive expense is indeed de- 
sirable but reduction for the sake of 
reduction alone can be, and often is, 
a dangerous thing. You can eliminate 
all your expense if you want to but in 
so doing you will obviously have to 
destroy your business. Proper and suf- 
ficient expense is just as mecessary as 
proper and sufficient plant and proper 
and sufficient working capital. This 
thing of cutting, cutting, cutting on 
every hand and on every item can be 
as ridiculous as is expense run wild. 

I know of a case where a budget was 
cut so fine that actually approval could 
not be obtained for a time to purchase 
pens and ink wells for a sales room 
where customers signed their orders. 
The ink expense had been just too 
much for that budget maker. If the 
salesman had a fountain pen or could 
borrow the customer's it was all right. 
If not, it meant darting around to bor- 
row someone’s else in order to get an 
order signed! I know of another case 
where the cost of credit reports was 
reduced to a point where it was easier 
for the Credit Department to decline 
business rather than assume the re- 
sponsibility of passing orders without 
adequate credit data. It was elected to 
explain the turning down of orders 
rather than to have an unauthorized 
increase in the expense budget for the 
year. 

Obviously a proper account of ex- 
pense, intelligently allocated, and with 
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value received, is not only necessary 
but absolutely vital. 

Even from a psychological angle 
there is a definite limit. By insisting 
on reasonable and wise expenditures 
you can command respect of an organ- 
ization, but you can stifle completely 
initiative and necessary activity if you 
go too far the other way. 


CORRECT RELATION TO ACTIVITIES 
IMPORTANT 


The important point, as in all other 
phases of budgeting, seems to be that 
expense must be in correct relation to 
the other activities involved, and that 
the amount must be rationally ex- 
pended. 

I shall of course not attempt to re- 
view all of the fundamentals of budg- 
eting but I should like to enumerate 
a few of the essential questions which 
I believe we must ask ourselves if we 
are to synchronize the effort of our 
various departments and keep our busi- 
ness in a state of profitable equilib- 
rium. This, I believe, is far more 
important to consider than any specific 
budget technique which may be ad- 
vocated. 

FIRST: If the objective of budget- 
ing is to plan for profits than it would 
seem that we should first determine 
whether our products or our services 
are all needed and whether the need 
exists in sufficient degree to warrant 
their production and sale in at least a 
reasonable volume. If not, perhaps 
some items should be discontinued. 
Perhaps others should be added. No 
one would start a company without 
considering this. Times and condi- 
tions make great changes. What is 
needed now may be very different 
from what your company started with. 
Yet how often is this first point seri- 
ously considered in most businesses ? 

SECOND: Is the potential volume 
of these products or services sufficient 
to maintain the present plant at a 
normal per cent. of capacity? If not, 
it may indicate an uneconomic situa- 
tion that no amount of the usual 
budget figures can correct. 

THIRD: Is the manufacturing or- 
ganization equal to its task? Can it 
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compete with others in the field—in 
quality, in cost, in turnover of raw ma- 
terials? Is the research organization 
conscious of the need for constant im- 
provements and development of better 
products? Is the research expenditure 
intelligently directed and is enough 
being spent in this direction? Is it 
really scientific or is it primarily a 
plaything of the management? In 
these days there is little excuse for 
deficiency in these directions. 

FOURTH: Are prices adequate to 
cover material costs, conversion costs, 
selling expense, development and 
profit? Are they too high? Here in- 
deed is a problem for controllers. You 
know your costs, but do you all know 
that they are what they should be or 
why they differ, or, knowing your costs 
and all that—how many of you know 
what prices you should get and why 
you are not getting them? Just reflect 
on that, if you have not. 

FIFTH: Is the selling organization 
adequate or is it away out of balance 
with the rest of the company—either 
over or under its real needs? Does its 
program provide for securing the 
necessary prices and for providing a 
volume that will absorb the normal 
output of the plant? Are the prod- 
ucts undersold or oversold? Is the 
method of marketing economically 
sound? Do you exact 90 per cent. 
efficiency from your shop labor and 
spend ample for inspection of finished 
goods and then, by any chance, con- 
tent yourself with 50 per cent. effi- 
ciency in your selling effort? I venture 
to say that more than one bankruptcy 
is due to this. 

SIXTH: Are finished goods avail- 
able without too much excess and yet 
in sufficient quantity to make prompt 
delivery? With a real sales forecast 
this is usually not difficult—but it does 
take planning and a lot of it. 

SEVENTH: Is the production line 
levelled out as much as is feasible un- 
der the circumstances? I emphasize 
“feasible,” for much judgment is 
called for in this part of planning. 

EIGHTH: Is there sufficient, but 
not too much, work-in-process and raw 
materials? Profit does not come from 


accumulations of obsolete material un- 
der benches and in storeroom racks. 

NINTH: Are purchases synchro- 
nized as nearly as possible with con- 
sumption? Are sources dependable 
and are prices right? I have little 
patience with the manufacturer who 
speculates in raw materials and adds 
such profit to his operations, but at the 
same time I know that a little poor 
purchasing can offset a lot of effort 
at time study and factory routing meth- 
ods. 

TENTH: Are receivables held 
within proper relation to sales and are 
the credit reins held just tightly 
enough? Do your credit and sales de- 
partments work together, or through 
their quarrels do you lose much profit 
you thought your books contained ? 

ELEVENTH: Is there sufficient 
working capital to finance the inven- 
tory and receivables and is the money 
employed costing a reasonable amount ? 
Are you losing profit you might have 
because of lack of money or are you 
losing it because you have too much ? 

TWELFTH: Are there adequate 
records and data? Do they tell the 
story? Are they promptly available 
and have unnecessary reports and 
paper work all been eliminated? As 
in the Sales Department I should like 
to know my office efficiency as com- 
pared with the rate existing in my fac- 
tory. 

FINALLY: Is_ the organization 
clearly defined, responsibility fixed, 
and does authority correspond? Your 
entire profit, based on your prices and 
your departmental efficiencies, can be 
lost in a few ill considered organiza- 
tion arrangements. In this you need 
to do your very best if you wish to 
plan for profit. 

I imagine that few will quarrel with 
these essentials yet I believe that most 
will admit that in many companies 
some of these very fundamental prin- 
ciples, and others like them, are either 
lost from sight entirely or are over- 
shadowed by what seem, at the mo- 
ment, to be more vital considerations. 

I know that some of us struggle to 
get an efficient operation and to keep 
all overhead to a minimum—that is 

(Please turn to page 42) 











0b 


TRE GOLDEN & 


baie 


NNIVERS AR 





IT WAS Thanksgiving Day in 1884 
when a young Chicago machinist set 
out to remedy man’s traditional inad- 
equacy in the face of figure work. His 
hope: a machine that would calculate 
—without fatigue, without inaccura- 
cies, without limitations of memory or 
physical strength. The idea was not 
new. Attempts had been made as early 
as the 10th century, but never had a 
practical machine been developed. 

Bravely this young man started to translate his ideas 
into a model. His materials were limited: a macaroni 
box from the grocer’s, skewers from the butcher’s, elastic 
bands for springs, and a jack-knife as his main tool. By 
January his wooden model was completed. Another year 
of improving and refining, and he produced a workable 
model in metal. This was the first “Comptometer,” and 





The first “Comptometer” model — 


built in a wooden macaroni box. 


the young inventor was Dorr E. Felt, 
who shortly was to organize the Felt & 
Tarrant Mfg. Co., in partnership with 
another Chicagoan, Robert Tarrant. 
Thus was born the first of all the 
modern multiple-order keyboard add- 
ing-calculating machines, herald of 
a new era in accounting and figure 
work of all kinds. Today’s world- 
renowned “Comptometer,” developed 
to a new efficiency and for a vastly 
broader scope of service, is a perfected evolution of it. 
The wide use of the “Comptometer” and “Comptometer” 
methods—for fast, accurate handling of many different 
types of figure work, for simplifying and expediting man- 
agement control—is a direct development of Mr. Felt’s 
idea as originally embodied in a macaroni box. Felt & 
Tarrant Mfg. Co., 1734 North Paulina St., Chicago, Iil. 





STANDARD MODEL J “COMPTOMETER.” High-speed de- 
pendableinachine with Controlled-Key safeguard for all figure work. 


ELECTRIC MODEL K “COMPTOMETER.” Speedy, accurate, 
and simple to operate. Equipped with Controlled-Key safeguard. 


COMPTOMETER 


Reg. U. S. Pat. 





(Continued from page 40) 

even too low for safety—and yet fail 
to show a profit simply because of a 
belief that prices cannot be raised. 
Many times we have items of one kind 
that produce a handsome profit and 
yet other items continue to be sold at 
prices that show an offsetting loss. This 
practice deserves to be questioned. 
Someone must suffer from such a prac- 
tice and I doubt if ever it is sound. 

The price structure, and various al- 
lowances from list, often contain the 
key to the success of any enterprise 
which may be struggling but getting 
nowhere. Sometimes a change is dif- 
ficult, sometimes it is comparatively 
easy—but often it is the only sensible 
solution of a problem and is entirely 
possible. 

Sometimes the trouble is with the 
amount and effectiveness of sales ef- 
fort. The same factory efficiency and 
the proper price schedules may still 
fail to produce the desired profit only 
because too little is spent for selling, 
advertising and sales promotion or be- 
cause the sales management does not 
know the value of the sales expense 
dollar. A sales promotion project may 
fail because of paring the expense too 
close or because the cost is entirely too 
high for any possible potential profit 
possibility. 

Sometimes we have factory efficiency, 
proper price and intelligent and ade- 
quate sales activity and still we fail 
because the finished product is not 
planned to be when and where it is 
needed. On the other hand, it may 
be so out of balance the other way that 
the profit gained on the one hand may 
be offset by storage, by interest, and 
by obsolescence. 

Even when these things are all in 
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order the plant capacity may either be 
excessive or inadequate. Sales through 
one low price channel that are made 
to absorb the overhead are sometimes 
in such a proportion to the total that 
it would be far better not to have 
them and, instead, to reduce the plant 
and the overhead that goes with it. In 
other cases it may be that other prod- 
ucts could be added not only to absorb 
overhead but to add to profit. We 
sometimes build plants and extend 
operations—merge other companies 
for plants that appear to be bargains 
—only to find that capacity is out of 
all proportion to present or probable 
future business. We pile up over- 
head and bustle around like the well- 
known squirrel in the cage and still 
wonder why we get nowhere toward 
the goal of making profits. 

We sometimes find a business that 
has an extraordinary background—a 
million dollar name, an ample gross 
margin, effective selling, factory ef- 
ficiency and even adequate inventory 
control—and yet the product or the 
packaging is getting out of date—so 
slowly perhaps that it may be difficult 
to realize that the cause of losses goes 
back to the lack of proper budgeting 
of research and to inadequate develop- 
ment in previous years. 

The business equilibrium that I re- 
fer to depends on an inexorable law 
that you simply cannot get around— 
for long. 

We sometimes borrow when financ- 
ing is most costly and have excess 
working capital when it least is 
needed. We tighten our credit when 
times look a little bad and extend it 
freely just when it is the most danger- 


_ous financial policy—pyramiding busi- 


ness to an extent that even a single de- 
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pression teaches us never can be sound. 

I will leave it to you to supply the 
effect of inadequate records, poor pur- 
chasing, misleading or delayed statis- 
tics, and last but not least—poor or- 
ganization. 


ONE WEAK LINK DISASTROUS 

This is really all I had planned to 
say. I hoped primarily to give you 
something to think about. But I do 
want to make one more point, and 
that is, that any one of these things can 
spoil the profit picture. They all need 
to be considered and brought into the 
right relation with each other. 

One of these things, or a combina- 
tion of several of them, can easily ruin 
a business and can keep us in a con- 
stant state of hectic disappointment 
and surprise that the tremendous effort 
of the major part of a large organiza- 
tion, working at full speed, still fails 
to get results, in profits. 

With all the talk of American eff- 
ciency I understand that only 4 per cent. 
of our listed companies have lasted 
more than thirty years without bank- 
ruptcy or reorganization with serious 
loss to the investor. Compare this with 
a record of dividends for ninety years! 
Apparently a very large per cent. of us 
do not plan adequately for profit. 

As I have said before, the cause of 
the difference—whatever it may be 
labelled—can only be the plan used 
for obtaining that nice balance of 
plant, product, price, sales effort, en- 
gineering effort, inventory control and 
all the rest. We chose to call that 
plan a budget. I offer it to you for 
your most serious consideration. 


Note: Mr. Frank J. Fell, Jr., controller 
of the Pennsylvania Railroad Company, was 
in charge of this program. 





CURRENT TAX REVIEW, January, 1935. 
Edited by Joseph J. Wechsler, C. P. A., New 
York. $4.00. 

Current Tax Review for January con- 
tains an article dealing with the taxable 
effects of the retirement of depreciable 
property. A second article deals with the 
status of the independent contractor in ar- 
riving at taxable pay rolls. 

A column headed “Timely Tax Tips” 
offers timely hints for the coming tax sea- 
son, on topics often misunderstood. Other 
interesting items are to be found in ‘‘Edi- 
tor’s Comment.” 
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Correction of Office Layout Effected 
Savings for Insurance Company 


Economical methods of handling of- 
fice routine were described by Mr. Ed- 
ward V. Mills, treasurer of the Fire- 
men’s Fund Group, of San Francisco, 
in an article appearing in the Decem- 
ber, 1935, issue of ‘Executives Service 
Bulletin,” published by the Pollicy- 
holders Service Bureau of the Metro- 
politan Life Insurance Company. Mr. 
Mills is a member of The Controllers 
Institute of America. 

After pointing out that the office 
expense of an insurance company is 
one of its principal items, Mr. Mills 
says, “General expense costs quite 
often make the difference between 
profit and loss.’’ Continuing, he says: 


“It is evident that in our business we 
must pay strict attention to details. As a 
matter of fact, we are made up of details 
from the time an application is received 
until a claim check is drawn. We have a 
great many splendid opportunities, in the 
course of our involvements with the mi- 
nutiae of operation, to overlook items of 
expense—in this respect differing not at all 
from concerns manufacturing and merchan- 
dising tangible products. 

“Office administration is one of those 
items—with particular reference to office 
space and layout. An important part of 
overhead expense is rent. Rent, of course, 
is based on square foot occupancy, and the 
required number of square feet depends on 
the physical arrangement of the office and 
the system used. The office layout can be 
so easily corrected that it is surprising to 
note how often this item of operating costs 
is neglected. 

“Probably every business house operating 
over a long period of years has come to 
realize, perhaps with a shock, that some- 
thing has happened to the office. Small 
units that should be physically adjacent to 
each other for best results are far from 
close; passageways and thoroughfares have 
disappeared or are contracted; office equip- 
ment is poorly placed; active files are bulg- 
ing with records seldom used and just as 
well stored in cheap reserve space. In fact, 
a general loosening and dislocation has 
taken place, the result of changes made to 
meet a temporary situation. Of course, at 
the time, there was the best intention to 
restore order when the emergency had 
passed. 

“Because of such tendencies we have 
learned to make a regular and systematic 


review and check of our office arrange- 
ments, and to scrutinize all operations and 
details from the point of view of necessity 
and efficiency as related to expense. 

‘Recently we made an exhaustive study 
of our office layout, as a result of which 
about 200 members of our staff with their 
office equipment were relocated, this in- 
volving changes from floor to floor, from 
one building to another, and the shifting of 
personnel upon the same floor. The change 
resulted in definite economies and conse- 
quent reduced overhead cost, advanced the 
efficiency of the office, brought about a 
saving of time in handling the daily rou- 
tine, and permitted the centralization of 
certain units. For example, we were able 
to create a central typing department where, 
in addition to other services, we transcribe 
cylinders for the five companies in our 
Group. The change also permitted us to 
centralize all accounting work at one place, 
whether for fire, marine, automobile or 
casualty insurance or for surety bonds. Sta- 
tistical work, too, was localized, and all 
tabulating personnel and equipment were 
brought together. 

“A change in physical arrangement, 
especially at the head office of a group of 
five companies, presents problems in mov- 
ing not generally found when change of 
location only is involved. It was necessary 
for us to shift equipment and personnel 
within a given area already occupied, which 
of course called for accomplishment with- 
out loss of time or interference with the 
daily routine. While we introduced no 
innovations, so far as I am aware, it may 
be interesting to know how this was done. 

“The responsibility for the work, al- 
though under my supervision, was the direct 
charge of one of our staff members. It was 
his duty to collaborate with department 
managers and to take such necessary steps 
as preparing an inventory; assembling data; 
drawing up floor plans; arranging for tele- 
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phone, electric outlets and lights—in short, 
to do whatever was necessary in setting 
up a coordinated office. 

“We first had blueprints made on a 
scale of 1% inch to 1 foot, most office equip- 
ment being more readily ratioed on this 
basis. The blueprints showed every radi- 
ator, post, stairway, and elevator approach 
on each floor of our two adjoining build- 
ings. We inventoried each member of the 
staff by department to be included in the 
changes, and then assigned the floor space 
to the various departments. Rough drafts 
were made on graph paper and draftsmen’s 
tracing paper, and when finally approved 
the resulting layout was drawn in on the 
floor map. As the work progressed, each 
department head was consulted, and, so far 
as possible, his wishes and suggestions 
were followed. 

“We allotted a minimum space per 
clerical employee of approximately 30 
square feet, with exceptions in the case 
of operators using larger equipment, such 
as bookkeeping machines. While the low 
minimum space requirement was set as 
stated, we provided for possible expansion 
through allowing additional space between 
desks, by establishing oversized aisles, and 
by arranging desks in single rows which 
could, if necessary, be rearranged into 
double rows. Expansion with us is not a 
vital concern, as, after 72 years in business, 
our companies have more or less arrived at 
the point at which the staff and equipment 
can take care of peaks and valleys. While 
we plan for increase in business, we do not 
contemplate marked personnel expansion. 

“Color tags designated the floor to which 
the equipment was to be taken. Each clerk 
was given a carton in which small articles 
were placed by her before leaving the of- 
fice at noon on Saturday. It was under- 
stood that personal effects would be moved 
at the risk of the owner and then only if 
in the carton. Tags bearing the inventory 
number were affixed by the individual 
clerk. 

“All equipment was assembled by the 
moving company in color groups outside 
the elevators on the floor from which it 
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was taken, and was in charge of a dis- 
patcher selected from the staff. On arrival 
at the proper floor, the equipment became 
the charge of a receiver who directed place- 
ment. Each receiver, with the aid of a 
floor plan and a rule, quickly located the 
various pieces. Machines were placed on 
the desks ready for use, the string on the 
carton was cut, and there remained for 
the clerk on Monday morning only the 
detail of disposing of working material. 

“The rearrangement was begun at noon 
on Saturday and was finished on Sunday 
afternoon. There was no interference what- 
ever with the daily work. 

“As a result of the new layout, we now 
have a more smoothly running organization 
and also have been able to make a very sub- 
stantial reduction in rent through the re- 
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linquishment of thousands of square feet 
of space no longer required. One illustra- 
tion of definite economy may be pointed 
to in our central typing section, where for- 
merly we employed eight girls to trans- 
cribe cylinders. Under the old arrange- 
ment, a great deal of time was lost because 
of decentralization and of lack of proper 
supervision. At present we operate with 
four girls who transcribe more than 1,000 
cylinders each month, averaging a minimum 
of 5,000 letters, ranging from 76,000 to 
85,000 dictated lines, and working on a 
one-day service basis. 

“We have found it necessary to hew 
close to the line and it is through such 
study and adjustment as outlined here 
that we have been able to keep our oper- 
ating ratios in their proper relation.” 
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OVERS corporation and individual 
income taxes, capital stock tax, ex- 
cess profits tax. Only tax guide that 
gives you all these features: accounting 
and legal viewpoints combined at every 
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REVIEWS of Current Business Publications 


ACCOUNTING FOR PLANT AND 
EQUIPMENT. Report issued by Policy- 
holders Service Bureau, Metropolitan Life 
Insurance Company. 50 pages. Distrib- 
uted gratis. 

This is a quite comprehensive treatment 
of the subject. The report points out that 
fixed assets, as represented by land, build- 
ings, and equipment constitute from 25 per 
cent. to 75 per cent. of the total assets of 
a business and that consequently develop- 
ment of a system of plant records, to facil- 
itate its control, has been necessary. This 
development has been further spurred by 
the requirements of the Bureau of Internal 
Revenue with respect to depreciation de- 
ductions in computing taxable income. 

A section of the report deals with the 
purpose of plant and equipment records; 
and another section with their scope. Two 
types of classification are set forth, general 
ledger classifications, and the subsidiary or 
detailed classifications. The report points 
to the tendency which has made itself ap- 
parent to minimize the number of accounts 
carried in the general ledger, in the inter- 
ests of simplicity, and to provide break- 
downs in the subsidiary records. 

A section is devoted to the plant ledger; 
and a section to the installation of the 
system, accounts being described in detail, 
and several illustrative forms being in- 
cluded. 

The operation of the system is described 
in another section of the report, complete 
details of the methods used by a machinery 
manufacturing company and of the methods 
of a box manufacturer adding considerable 
to the usefulness of the report. A section 
devoted to the methods of computation of 
depreciation is stated simply and in a man- 
ner easy of comprehension. 

The report closes with a statement of 
general principles for consideration, with 
a few paragraphs as to the cost of install- 
ing and operating a system, and with three 
pages of selected bibliography. ; 

The report is one that will prove useful 
to many controllers and others charged with 
similar responsibilities. 

Reviewed by ARTHUR R. TUCKER. 


MUNICIPAL FINANCE LEGISLATION 
1935, a digest, by Irving Tenner of the 
Municipal Finance Officers’ Association. 
Publication No. 50. 44 pages. Sixty cents. 

This publication is one of a series issued 
by Public Administration Service of 
Chicago, which is described as ‘‘a corpo- 
ration not for profit.” More than thirty 
publications in this series are available. 
This particular publication, a digest of cur- 
rent legislation affecting the financial ad- 
ministration of cities, is a work of the 
Municipal Finance Officers’ Association. It 


is stated in a foreword by Mr. Charles S. 
Ascher, director of publications, that this 
material has never before been brought to- 
gether so as to afford a bird’s-eye view of 
the devices which the forty-eight state leg- 
islatures are using to modify or improve 
the fiscal machinery of local government. It 
is pointed out that the tax collection prob- 
lem received much attention during 1935 
and that debt legislation was enacted in 
practically every state in which the legisla- 
ture was in session. Expenditure limita- 
tion laws were enacted in many states. 
New sources of revenue for local govern- 
ments were authorized. Laws designed to 
institute uniform accounting, budgeting, 


and reporting were enacted, and these par- 
ticularly will be of interest to controllers. 

The general movement for old-age pen- 
sions was reflected in the. municipal field, 
pensions being provided for municipal em- 
ployees not heretofore covered, and old 
pension laws being revised. 

Other legislation included a series of 
laws authorizing compromise of municipal 
funds in closed banks; reducing the mini- 
mum rate of interest to be paid on munici- 
pal deposits; and abolishing the require- 
ment of security for deposits in instances 
in which funds are insured by the Federal 
Deposit Insurance Corporation. 

Reviewed by ARTHUR R. TUCKER. 
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ABI-IYPER Composing Machine 





Announcement to users of: 


MIMEOGRAPH, NIAGARA, 


duplicator of similar type. 


GESTETNER, ELLAMS, or any stencil 


MULTILITH, ROTAPRINT, or any photo offset press. 
DITTO, BECK, STANDARD, ORMIG, FORDIGRAPH, or other gelatine 
and chemical reproduction machines. 


The use of Vari-typer as a composing machine will greatly improve the quality 
and appearance of your work which fact means increased profits. 


With proper typography, a saving of 30 to 


75% in actual money may be made on 


\ your printing and duplicating requirements. 


On the Vari-typer composing machine, type is changed instantly; the spac- 
ing of letters and lines is variable; each type impact is electrically con- 
trolled and uniform; mechanical provision is made for bold headings and 


margin justification. 


““A DUPLICATOR CAN PRODUCE ONLY 


AS GOOD AS THE MASTER COPY” 


Write for descriptive literature and proof of our claims 


RALPH C. COXHEAD CORPORATION : Manufacturers 


17 Park Place, New York, N. Y. 














INSTITUTE ACTIVITIES-COMMUNICATIONS 





MEETINGS OF CONTROLS 


November 

November 20: Cleveland. Regular 
monthly meeting. Round table dis- 
cussion of current problems of con- 
troller. 

November 21: New York. Regular 
monthly meeting. Speaker, MR. P. D. 
BETTERLY. Subject, ‘The Insurance 
Buyer’s Responsibility.” 

November 26: Pittsburgh. Regular 
monthly meeting. Speaker, Mr. HALE 
HILL, manager Tax Department, 
Jone & Laughlin Steel Corporation. 
Subjects, ‘Taxes in Pennsylvania’ 
and “Federal Social Security Act.” 


December 

December 11: Cleveland. Regular 
monthly meeting. Subject, “The 
Social Security Act.” Round table 
discussion. 

December 12: Philadelphia. Regular 
monthly meeting. Speaker, Mr. 
THoMAS E. SHEARER, Prentice Hall, 
Inc. Subject, “Unemployment In- 
surance.” Mr. RopNEY S. DuRKEE, 
President of The Controllers Insti- 
tute of America, attended this meet- 
ing and spoke briefly concerning 
The Institute’s work and progress. 

December 17: St. Louis. Regular 
monthly meeting. Speaker, Mr. R. O. 
Monnic, International Shoe Com- 
pany. Subject, “Federal Social Se- 
curity Act.” 

December 18: New England. Regular 
monthly meeting. Speaker, Mr. J. 
CHESTER CRANDELL, of Scovell, 
Wellington & Company. Subject, 
“Payroll Forms under the Federal 
Social Security and Massachusetts 
Unemployment Compensation Acts.” 

December 19: New York. Regular 
monthly meeting. Speaker, Mr. 
WaLTER A. COOPER, Barrow, 
Wade, Guthrie & Company. Subject, 
“Federal Income Tax Changes.” 


December 19: San Francisco. Regular 
monthly meeting. Speaker, Mr. 
SAMUEL LEASK, JRr., member of the 
California Unemployment Reserves 
Commission. Subject, ‘Provisions 
of the California Act.” 


January 

January 8: Cleveland. Regular monthly 
meeting. Round table discussion of 
current problems of controller. 

January 16: New York. Regular 
monthly meeting. Speakers, Mr. 
A. V. MILLER, New York Herald- 
Tribune; Mr. J. F. SULLIVAN, Com- 
merce Clearing House, Inc. Subject, 
“Social Security Act.” 

January 27: Philadelphia. Regular 
monthly meeting. Speaker, Mr. 
Henry D. MINIcH. Subject, “Budg- 
eting.” 

January 28: Chicago. Regular monthly 
meeting. Speaker, Professor LEON- 
ARDE KEELER, Assistant Professor 
of Psychology, Northwestern Uni- 
versity, head of Scientific Crime De- 
tection Laboratory, Northwestern 
University. Subject, “The Use of 
the Lie Detector in. Business.” 

January 28: Pittsburgh. Regular 
monthly meeting. Speaker, Dr. 
CuarLEs S. TippeTts, Dean of the 
School of Business of the University 
of Pittsburgh. Subject, ‘Gold, Silver, 
and Prices.” President RODNEY S. 
DurkKEE, of The Controllers Insti- 
tute of America, attended and spoke 
briefly on current activities of The 
Institute and its plans for the im- 
mediate future. 

January 28: St. Louis. Regular 
monthly meeting. Speaker, Mr. 
Louis G. Rowe, Emerson Electric 
Company. Subject, “Budgeting.” 

January 29: New England. Regular 
monthly meeting. Speaker, Mr. 
LAURENCE W. ALDRICH. Subject, 
“Reports to Stockholders.” 








The Inventories Computing 
Company, Inc. 


Established 1909 
107 WILLIAMS STREET, NEW YORK 


Telephone 
John 4-1493 


Auditors of Inventories 
Specialists in Computing 





Personal Notes 


Mr. William J. Mackay, of New York 
City, formerly controller of Browning, 
King & Company, is now associated with 
the Mutual Chemical Company of America, 
of which he recently was elected treasurer. 


Mr. J. H. MacDonald has resigned as 
secretary of Trade Ways, Inc., marketing 
and management counsel, to join the Na- 
tional Broadcasting Company. 


Major J. Calvin Shumberger, controller 
of the Lehigh Portland Cement Company, 
of the Call Publishing Company, and of 
the Chronicle and News Publishing Com- 
pany, all of Allentown, Pennsylvania, was 
elected a director of the Allentown Na- 
tional Bank at the annual meeting January 
14. He also was re-elected president of the 
Family Welfare Organization of Allentown 
on January 14. 


Mr. A. J. Baumgardt, who has been 
controller of the Container Corporation of 
America for several years, has been made 
president of the Sefton National Fibre 
Company, which has been newly reorgan- 
ized and in which the Container Corpo- 
ration of America has acquired a contrel- 
ling interest. 


Mr. Samuel L. Whitestone, who for 
many years was controller of General Elec- 
tric Company, retired from that position 
at the close of 1935 to enjoy a well earned 
rest, after thirty-nine years of service with 
that company. 


Mr. H. L. Austin, who had been control- 
ler of the United States Steel Corporation 
since 1931, and who, prior to that time, 
was assistant controller, has been appointed 
assistant to the chairman of the Finance 
Committee, Mr. E. R. Stettinius. Mr. Austin 
has been in the accounting and fiduciary de- 
partments continuously since 1897. He was 
succeeded on January 1, 1936, as controller 
by Mr. A. W. Vogt, senior assistant con- 
troller of the corporation. Mr. Vogt has 
been in the continuous service of the cor- 
poration or subsidiaries since 1894. 





Copies of Reports 
Wanted 


eae of annual reports to 
stockholders made by busi- 


ness concerns are desired by THE 
CONTROLLERS INSTITUTE OF 
AMERICA, for purposes of study 
from a technical point of view. 
It is requested that controllers 
place The Institute on their 
mailing lists to receive copies of 
reports, whenever that is con- 
sistent with company policy. 
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INSTITUTE ACTIVITIES-COMM UNICATIONS 


Chicago 

Professor Leonarde Keeler, associate pro- 
fessor of psychology, Northwestern Uni- 
versity, addressed a meeting of the Chicago 
Control, January 28, on “The Use of the 
Lie Detector in Business.’ Professor Keeler 
has been largely instrumental in developing 
the lie detector to its present state of effh- 
ciency and is regarded as one of the out- 
standing authorities in both theory and 
practice of scientific crime detection. He 
heads the Scientific Crime Detection Labo- 
ratory of Northwestern University, and de- 
scribed some of the phases of the work of 
that organization, illustrating his addres 
with lantern slides. The meeting was 
largely attended. 


St. Louis 


The St. Louis Control met January 28 
at the Missouri Athletic Association. The 
subject for discussion was “Budgeting.” 
Mr. L. G. Rowe, of the Emerson Electric 
Company, presented a brief paper, which 
was followed by discussion participated in 
by all the members present. 


Philadelphia 

The Philadelphia Control met January 
27, at the Penn Athletic Club. The speaker 
of the evening was Mr. Henry D. Minich, 
controller of Sonotone Corporation, New 
York City. Mr. Minich is chairman of the 
Research Council of The Controllers In- 
stitute of America. His subject at this 
meeting was “Budgeting.” A lively dis- 
cussion followed presentation of the paper. 


Cleveland 


The Cleveland Control met January 8. 
The meeting took the form of a round 
table discussion of several current problems 
of the controller. 


Pittsburgh 

The Pittsburgh Control met January 28, 
and was addressed by Dr. Charles S. Tip- 
petts, Dean of the School of Business of 
the University of Pittsburgh, on ‘Gold, 
Silver, and Prices.” 

President Rodney S. Durkee of The Con- 
trollers Institute of America attended this 
meeting and spoke briefly with respect to 
current activities of The Institute, and its 
plans for the immediate future. 


NEW JERSEY MAY HAVE 
NO UNEMPLOYMENT 
INSURANCE ACT 


Governor Harold G. Hoffman of New 
Jersey, in a special message to the legisla- 
ture, discussing unemployment insurance 
and the social security program, declared 
that the program will be ruled unconstitu- 
tional and advised the legislature to delay 
consideration of the Federal unemployment 
compensation plan. 

He recommended that Congress be me- 
morialized to return any sums collected un- 
der the provisions of the Act, in order to 


avoid a tax levy on New Jersey’s industries, 
if the State fails to adopt the program. 

A Social Security Commission which for 
several months had been studying the ad- 
visability of enacting an unemployment in- 
surance measure in New Jersey advised the 
legislature not to participate in the program, 
but recommended conformity with the Fed- 
eral program in aid of dependent and crip- 
pled children, the blind, and public maternal 
and child health. The Commission was 
headed by Mr. Harry L. Derby, and was as- 
sisted in its studies by several members of 
THE CONTROLLERS INSTITUTE OF AMERICA, 
among them Mr. Albert J. Lansing and 
Mr. Thomas L. Evans. 








Information Concerning 
Controllership Positions 


Members of The Controllers Insti- 
tute of America who may know of 
companies which have openings for 
controllers are requested to com- 
municate with the secretary. The 
information will be held as confi- 
dential and will be used only in 
making recommendations to the 
| companies, when permitted, concern 
ing members of The Institute who | 
are seeking new connections. 
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Federal Taxes on 


ESTATES, TRUSTS, 


and GIFTS 1935-36 


By Robert H. Montgomery, 


Counsellor-at-Law; Certified Public Accountant; author, Federal Tax Handbooks 1932-36, etc.; 
and Roswell Magill, 


Professor of Law, Columbia University; Assistant to the Secretary of the Treasury in 1933-34 


OR executors, administrators, trust 

officers, accountants, attorneys, 
property owners and their benefici- 
aries. Covers the application of the 
estate tax, the gift tax, and of the 
income tax as this affects estates and 
trusts. 


This new book brings you up-to- 
date counsel and experience, arranged 
in compact, usable form. The law, 
decisions, and official rulings are in- 
terpreted into plain, understandable 
advice and procedure you can follow 
safely. Shows you what to do now 
and through the year to minimize 
tax liability. Gives definite, reliable 
counsel on debatable points. 


UIDANCE of the kind offered in 

this manual is in many ways even 
moreessential on the taxes named than 
on corporate and individual income 
taxes. Many of the basic sections of the 
estate tax are new; the present gift taxis 
only three years old. Many provisions 
have not yet been authoritatively in- 
terpreted by the courts, and some are 
of doubtful constitutionality. 





Send No Money—5 Days’ Trial 
No advance payment required—fill 

in and mail form below, book will be 

sent at once. After five days 

either return or remit $5.00, $ 5 


plus a few cents 
for delivery. 450 Pages, 


Mail this No-Risk Form 
r a 
SENT ON 5 DAYS’ APPROVAL ] 

i The Ronald Press Company, i 
Dept. M114, 15 E. 26th St., New York 
Send me Federal Taxes on Estates, | 
Trusts, and Gifts 1935-35. Within five 
days after I receive it, I will either remit t 
$5.00 plus a few cents for delivery, or 


send it back. (We pay delivery if you 
send cash; same return privilege.) 


(Please print) 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 
New Members Elected 


At a meeting of the Board of Directors 
of the Controllers Institute of America, 
held January 27, 1936, the applicants named 
below were elected to active membership in 
The Institute: 

H. J. ANDERSON 
Pittsburgh Coal Company of Wisconsin, 
Minneapolis, Minnesota. 

HERBERT W. BOAL 
The Andrews Steel Company, Newport, 
Kentucky. 

HENRY D. BROHM 

Wieboldt Stores, Inc., Chicago, Illinois. 
W. M. BONESTEEL 

American Window Glass Company, Pitts- 

burgh, Pennsylvania. 

HERMAN H. BRUBAKER 
L. A. Young Spring & Wire Corporation, 
Detroit, Michigan. 

RICHARD F, CHARLTON 

Matson Navigation Company, San Fran- 

cisco, California. 
WESLEY CUNNINGHAM 

General Petroleum Corporation of Cali- 

fornia, Los Angeles, California. 
FRANK E. Davis 

National Gypsum Company, 

New York. 

JAMES T. DURKEE 

General Petroleum Corporation of Cali- 

fornia, Los Angeles, California. 
JOHN D. EHRGOTT 

The Great Atlantic & Pacific Tea Com- 

pany, New York City. 

MELBOURNE C. EMERY 
Bull Dog Electric Products Company, 
Detroit, Michigan. 

FREDERICK B. FAUQUIER 
American Transformer Company, New- 
ark, New Jersey. 

GEORGE H. Forster 
Union Oil Company of California, Los 
Angeles, California. 


Buffalo, 





CURRENT TAX REVIEW | 


Problems relating to the determina- 
tion of loss on the retirement of depre- 
ciable property is one of the feature 
articles of the January issue. Another 
article deals with the status of in- 
dependent contractors in determining 
taxable pay rolls. 

Important tax happenings of the | 
month are reviewed in editor’s com- | 
ments, treasury and court decisions, 
and answers to tax queries. 

Current Tax Review is a careful, | 
authoritative digest written in clear 
language, and easily understood. Regu- 
lar subscription price $4.00 a year; or 
you may obtain a three months’ trial 


for $1.00. 


CURRENT TAX REVIEW, INC. 
112 West 42 St. New York 











MartTIN V. HENNE 
Dun & Bradstreet, Inc., New York City. 

Epwarp C. Hor 
The American Brake Shoe and Foundry 
Company, New York City. 

CHARLES L. JONES 
Alan Wood Steel 
hocken, Pennsylvania. 

Noe. E. KEELER 
American Blower Corporation, Detroit, 
Michigan. 

Haro_p A. KOECHLING 
Standard Oil Company of New Jersey, 
New York City. 

ALVIN KROPF 
R. L. Polk & Company, Detroit, Michi- 
gan. 

BERNARD G. LENSKE 
Universal Oil Products Company, Chi- 
cago, Illinois. 

Erwarp L. MARTIN 
General American Life Insurance Com- 
pany, St. Louis, Missouri. 

Murray MATHEWS 
Del Monte Properties 
Monte, California. 

ALBERT J. MCLAUGHLIN 
Eastern Steamship Lines, Inc., Boston, 
Massachusetts. 

WILLIAM J. MCWILLIAMS 
Indiana Bell Telephone Company, In- 
dianapolis, Indiana. 

Otto W. NOLL 
William R. Warner & Company, Inc., St. 
Louis, Missouri. 

A. E. Pasr 
Anaconda Wire 
New York City. 

ROBERT G. PARAMORE 
Central Fibre Products Company, 
Chicago, Illinois. 

JouN G. REIS 
Johnson & Johnson, 
New Jersey. 

SAMUEL SMICKLER 
The Griess-Pfleger 
Cincinnati, Ohio. 

GeEorGE M. UMBREIT 
The Maytag Company, Newton, Iowa. 

L. J. VAN HERPE 
Peoples Water and Gas Company, Miami 
Beach, Florida. 

OtTTMAR A. WaALDOW 
National Bank of Detroit, Detroit, Michi- 
gan. 

CLYDE A. WARNE 
California Consumers Corporation, Los 
Angeles, California. 

One associate member was elected: 

Wyman P. FIsKE 
Associate Professor of Accounting, Massa- 
chusetts Institute of Technology, Cam- 
bridge, Massachusetts. 


New England 
The January meeting of the New Eng- 
land Control took the form of a round table 
discussion of ‘Reports to Stockholders.” It 
was led by Mr. Laurence W. Aldrich, of 
The Croft Brewing Company. The meeting 
was held January 29 at the University Club. 
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Brief Facts Concerning 


CONTROLLERS INSTITUTE 
OF AMERICA 


Organized, December 29, 1931; in- 
corporated, December 31, 1931. 


A non-profit membership corpora- 
tion, under laws of District of Co- 
lumbia. 


Membership, 530. Includes control- 
lers from many diversified lines 
of business and industry. 


Purposes, advancement of technical 
and other interests of controllers. 


President, RoDNEY S. DURKEE, con- 
troller Socony-Vacuum Oil Com- 
pany, Inc., New York, N. Y. 


Eligibility Rules: Membership open 
only to controllers, and to assistant 
controllers when sponsored by 
their chiefs. (In case of company 
which has no one with title of 
controller, the person performing 
the commonly accepted duties, and 
carrying the usual responsibilities, 
of a controller, becomes eligible.) 
Associate class open to educators 
and writers and to corporate off- 
cers of grade equal to or higher 
than that of controller. 


Branches, in eight cities: Boston, 
Chicago, Cleveland, Philadelphia, 
Pittsburgh, New York, San Fran- 


cisco, St. Louis. 


Meetings: Annual, on national scale; 
monthly, in eight cities. 


Publications: Year Books, monthly 
magazine, “The Controller,” spe- 
cial reports and pamphlets from 
time to time. 


Governed, by National Board of 
Directors of twenty-one members, 
which meets monthly (except 
July), and an Executive Commit- 
tee of seven, which meets on call. 


Committees: Twelve standing and 
special committees which are con- 
stantly studying special problems 
of the controller and his work. 


Address, One East Forty-second 
Street, New York, N. Y. 





“The Controller’ is sent without 
charge to members of THE Con- 
TROLLERS INSTITUTE OF AMERICA. 
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ON Calculators and 
Adding Machines 

O Send for FREE bargain 
list on all Office Ma- 


chines and Supplies 


PRUITT, INC. 
588 Pruitt Bldg. Chicago, U.S.A. 




















Objects : 
CONTROLLERS INSTITUTE OF | Preserve Your Copies 


AMERICA 


on ae a ° of 4) H E C O N T R O L L E R 


The objects for which this cor- | 
poration is formed are: 





Many readers of THE CONTROLLER have indicated that they 


(a) To advance the interests and wel- ; 
fare of controllers of business firms, | wish to save the issues which were published in 1935 for refer- 
partnerships, sole proprietorships, F 
corporations, and trusteeships, and "es ° 
political and governmental subdivi- ence and study. 
sions; the advancement of the in- 
terests and welfare of assistant con- | Two methods are offered by which the eleven copies of THE 
trollers, privately employed executive / 
accountants, corporation officers and : J : trhic 7 ishe { Q2 ‘ 
ig apn eager paella dee CONTROLLER which were published in 1935 may be preserved. 
ness who perform the commonly ac- 


cepted duties of a controller. One plan is to have the copies of the magazine bound in book 


To conduct and carry on such related f 

activities as may be necessary and orm. 
incident to increasing the usefulness 
of controllers to their business or- | ee : : ; cL: . “oC 
Gstaad 46 ie outa: te te A second plan is to use a loose-leaf binder with stiff cover. 
gaining of recognition of the attain- 
ments and accomplishments of con- oy ate =  acectucaies ta’ - . ‘ 7 . 

Be cs ae kee and deena THE CONTROLLERS INSTITUTE OF AMERICA Offers these bar- 
tance in the business, financial and eee ? ree mae — ae 
as tretee sa Ge te wes gains to readers of THE CONTROLLER: 
fession of accountancy. 


To establish ethical and professional 
standards of work and conduct for 
controllers and to foster and en ee = . iran adios penne = 
courage controllers, assistant con- l. SEND THE ELE\ EN ISSUES OF 
trollers and accountants to live up 


a f 
to and carry out the same. THE CONTROLLER to be bound in 
To print, publish, distribute, and 
circulate books, pamphlets, _period- book form, at a cost of $2.00. 
icals, papers and magazines in con- 2 
nection with the activities of the or- ¥ ; P 4 § : F 
ganization; to establish and conduct They will be bound in black cloth for your library 
bureaus, offices and workshops neces- in a volume of attractive appearance. The words “The 
sary and incidental to the activities : Oe ; 
of the corporation and to employ Controller—1935” will appear on the backbone of 
such persons as may be necessary to 
operate and carry on the same. 


the volume and also on the front cover. 


To confer a title or titles on mem- To avail yourself of this offer, you should have the 
bers, which shall be indicative ot complete set of eleven issues. If you do not possess 
membership in the corporation, and ) 5 

to issue and recall certificates of all the numbers, back numbers may be supplied from 
membership. this office at a special price of 40 cents a copy. 

The corporation hereby formed shall rn : ; 

} aus ‘ > ary. 1¢ > 
have power to take and hold by he- ecause of the demand for the February, 1935, issue, 
quest, devise, gift, purchase, lease the supply of that number is limited. 
or otherwise, either absolutely or in 
trust for any of its purposes, any 
property real or personal in so far as | 
the same may be held by a corpora- 
tion organized under Title 5, Chapter ( : T - } ’ r Th 
5, of the Code of the District of Co- IRDER A Mt LTI M AGAZIN E 
lumbia, and to convey, sell or dis- 6 = Fs 
pose of such property and to invest BINDER, at a cost of $2.00. 
and re-invest the principal and deal 
with and expend the income there- taf. Gs ae = Bier, 
from in such manner as may be These binders are stiff-backed. They enable the reader 
permitted by law and as, in the 
judgment of the Trustees will best hindee and... ” eee nae 
promote the objects for which the »@a rs * the en “= issue may be re 
corporation is organized. moved easily if desired. These binders are for use on 
The corporation may do all and library shelves. ‘The Controller—1935” is stamped 
everything, including the making oniihecavce: 
and carrying out of any contracts, 
necessary, suitable and proper for 
the accomplishment of any of the 
purposes and objects or the further- | 
ance of any of the powers above set | 
forth, and may do every other act C ll I 7 f nm 
or acts, thing or things, incidental or | ontro ers nstitute Oo America 
pertaining to or growing out of or | 
connected with the aforesaid pur- | i : Seite. ; 
poses or powers, or any part or parts | ONE EAST FORTY-SECOND STREET NEW YORK CITY 
thereof, in so far as permitted by 
law. 


to consult any issue without removing it from the 
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Automatically obtain 


Employer, Employee Records 


for the 


SOCIAL SECURITY 


OCIAL Security Legislation imposes additional em- 

phasis upon the maintenance of accurate employee 
records. Detailed information concerning the hours and 
earnings of each employee will have to be recorded at 
each payroll period regardless of whether employers are 
required to maintain all employee data or to submit 
periodic employee reports. 

The International Business Machines Corporation is 
keenly aware of the increased responsibility placed upon 
business management, and of the importance of main- 
taining comprehensive employee records under this pro- 
gram. Our wide experience and background in payroll 
methods and machines place this organization in a posi- 
tion to render valuable assistance to employers in payroll 
record and report procedures. 

Through the medium of International Electric Book- 
keeping and Accounting Machines, business manage- 
ment can automatically obtain accurate, detailed em- 
ployee data. The punched cards form a dependable 
source of information from which records and reports 
can be tabulated at any time. Only necessary data need 
be shown—non-essential, or confidential information 
not required can be eliminated from reports. The same 


GENERAL OFFICES: 270 BROADWAY, NEW YORK, N. Y. 
BRANCH OFFICES IN PRINCIPAL CITIES OF THE WORLD 


PROGRAM 


source records provide the base for future studies of em- 
ployment experience. 

The advantages of International Electric Bookkeeping 
and Accounting Machines are available by a permanent 
installation of machines or by utilizing the facilities of 
the International Tabulating Service Bureau, branches 
of which are located in principal cities. Your local IBM 
representative will be glad to inform you of the accuracy, 
speed and advantages obtained by the use of Interna- 
tional Business Machines and Methods. Get in touch 
with him today. 


Other important International Business Machines 
include International Time Recorders and Electric 
Time Systems, International Sound Distribution Sys- 
tems, International Industrial Scales, International 
Electric Writing Machines, the International Ticket- 
ograph and International Proof Machine for Banks. 


INTERNATIONAL 


BUSINESS MACHINES 
CORPORATION 











